19 JUN 1996
Ref: 96-F-0895

‘Mr. Jay Meeks

Beveridge & Diamond, P.C.
Suite 700

1350 I Street, N.W.
Washington, DC 20005-3311

Dear Mr. Meeks:

This letter responds to your April 24, 1996, Freedom of
Information Act(FOIA) request. The telephone conversation with
Lieutenant Colonel Hogan refers.

Due to the size and complexity of the Department of Defense
(DoD), there~is no central repository for all DoD records. This"
office is responsible for responding to requests for records of
the components of the Office of the Secretary of Defense (0OSD)
and Joint Staff (JS). The several components of the DoD,
including the military departments, unified commands, and
separate defense agencies, operate their own Freedom of
Information offices to respond to requests for records for which
they are responsible. These procedures are provided in DoD
Regulation 5400.7-R, which may be found at 32 CFR 286.

The enclosed documents are provided as responsive to your
request. One document that is responsive to your request is
under the release authority of the Department of the Army.
Therefore, the document, along with your request, has been
referred to the Army for a direct response to you. Additionally,
as discussed in the telephone conversation noted above, your
request has been referred to the Defense Commissary Agency,
Department of the Navy, Department of the Air Force, Commandant
of the Marine Corps, and the Army Air Force Exchange Service for
a direct response to you. The following addresses pertain:

Department of the Army

Freedom of Information/Privacy Acts Offlce
ATTN: SAIS-IDP-F/P, Suite 201

1725 Jefferson Davis Highway

Arlington, VA 22202 :

Defense Commissary Agency
Attn: FOIA Officer
1300 E Avenue

Fort Lee, VA 23801-1300 _ v o \<).

Department of the Navy
Chief of Naval Operations
N-09B30, Room 5E521

2000 Navy Pentagon
Washington, DC 20350-2000



Department of the Air Force
11 MSS/IMS (FOIA)

1000 Air Force Pentagon
Room 4A1088C

Washington, DC 20330-1000

Commandant of the Marine Corps (ARAD)
Headquarters, United States Marine Corps
2 Navy Annex

Washington, DC 20380-1775

AAFES

ATTN: PA

P.O. Box 660202
Dallas, TX 75266-0202

For your information and in accordance with the DoD
Regulation 5400.7-R, your request has been categorized as
commercial in nature. Commercial requesters are required to pay
search, review, and reproduction costs associated with their
requests. EStablished DoD fees are: clerical search or review
at $12.00 per hour; profess1onal search or review at $25.00 per
hour; executive search or review at $45.00 per hour; computer
search, varies according to the system used, billed per minute;
microfiche at $0.25 per page; office copy reproduction at $0.15
per page; and printed publications or reports at $0.02 per page.

Therefore, the total cost associated with processing your
request is $181.45, of which $181.45 is assessable. Assessable
fees consist of one hour of clerical search at $12.00 per hour,
3.25 hours of professional search at $25.00 per hour, and 588
pages of office copy reproduction at $0.15 per copy.

Please indicate the reference number 96-F-0895 on your check
or money order and send your payment for $181.45, payable to the
U.S. Treasurer, within 30 days of the above date, to this office.

Please also note the billing date above since payments
received later than 30 days after the billing date may incur
additional interest charges.

Sincerely,

{®Siguned"
I3 -

A. H. Passarella
Director
Freedom of Information
‘ and Security Review
Enclosures:
As stated

Prepared by VOORHIES:ng:6/18/96:DFOI:géZ&pk vl wh_
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Chapter 1

A DOD STUDY OF MILITARY COMMISSARIES ==

EXECUTIVE SUMMARY

BASIS FOR SUBMISSION

This report on the Department of
Defense Commissary System is submitted
in response to the request of the
Honorable  Marvin Leath (D-TX),
Chairman of the Morale, Welfare and
Recreation Panel, Subcommittee on
Readiness, Committee on Armed Services,
United States House of Representatives.
The request to the Department of Defense
was transmitted in a 2 March 1989 letter
from Congressman Leath to Lieutenant
General Donald W. Jones, Deputy
Assistant Secretary of Defense (Military
Manpower & Personnel Policy). This
letter, attached as appendix A, led to the
creation of the Jones Commission, the

composite "team" representing the full
spectrum of the Department’s commissary
functions. The Jones Commission staff
prepared this macro, conceptual report
with input from a steering group of senior
military and civilian leaders and a technical
review group of commissary systems
commanders. All cost projections are based
on estimates developed by the commission

staff.

This report is organized into the
following chapters:

® Chapter 1 summarizes the report and
provides the basis for submission. -
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community relationship among military
personnel and their families, and contribute to
a sense of confidence among military
personnel that their families are cared for by
the military institution when military service
requires their absence from their families, in

A DOD STUDY OF MILITARY COMMISSARIES ==

peace and war. Additionally, commissaries
will provide a peacetime training environment
for food supply logisticians needed in
wartime. The intent is to provide this
support when a member is in a full
compensation status. (DoD 1330.17-R)

FINDINGS

The report shows that the commissary
system has been very successful in meeting the
needs of the patron. This is evidenced by a
tremendous growth in sales over the last ten
years with a commensurate improvement in

facilities and equipment. The outlook for the

future is not as bright.

The demographics point to a continuing
shift in the military from single Service
members to married Service members with
working spouses. The military will also

~ experience a shrinking labor  pool
simultaneously with increasing requirements for
a more technical work force. Retention will
be the key to the success of the military.

Quality of life and morale are key
retention issues. The Commissary benefit has
traditionally been the most important non-pay
benefit next to medical care, and it is a
significant contributor to retention. If this
benefit is to be fully exploited, commissary
levels of support must continue to meet the
demands of the military community as defined
in the mission statement. An increase in
service, however, requires additional revenue.
The source of this revenue has traditionally
been through the appropriation process, but
future budgets in the government are very
likely to be smaller, not bigger. Based on this

_ appropriations.

reality, additional funding from appropriations
becomes an unrealistic expectation.  The
commission found, however, that industry has
experienced many of the same revenue
constraints currently facing the military
commissary system. Successful companies in
the grocery industry have maintained profit
levels and market share by improving
productivity rather than increasing selling
prices. The commission focused on the
commercial grocery industry’s most successful
organizations, policies and procedures for
potential application to military commissaries.

The recommendations of the report reflect
this philosophy. The military commissary
system is not drastically different from the
commercial grocery industry, although in many
areas a sense of "uniqueness” prevails in the
military.  This is found throughout the
commissary system in areas such as
information management, distribution and
organization. If the commissary system is to
be successful in the future, it will have to
adopt the successful practices of the grocery
industry, and use prevailing commercial state
of the art equipment and practices--"off-the-
shelf'. This study focuses on this philosophy
and details how increased service levels can be
offered to patrons without increasing
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Chapter 2 provides a history of the
commissary, an analysis of each of the
Service’s commissary systems, and the
military wholesale support role.

® Chapter 3 discusses the civilian grocery
industry and the outlook for the future.

® Chapter 4 examines the commissary
. patron.

®° Chapter 5 discusses the business, financial
and organizational strategies of the
commissary system.

® Chapter 6 focuses on the operation of a
commissary store.

® Chapter 7 defines a short range product
distribution strategy.

A DOD STUDY OF MILITARY COMMISSARIES =

® Chapter 8 outlines a method of achieving
standardization of engineering policies and .
procedures. »

® Chapter 9 analyzes the various segments
of manpower and personnel management.

® Chapter 10 discusses present and future
information management requirements.

® Chapter 11 proposes an organization to
transition military commissaries into the
next century.

® Finally, there are several appendices
showing, among other things, cost data
elements for information management and
contract distribution, ship sailings to
Support overseas commissaries, and other
supporting documentation.

STUDY OBJECTIVE

The study mission was to provide an
unrestrained baseline reassessment of the
Department of Defense Commissary System
in consultation with industry. The objective
was to increase efficiency, reduce dependence
on appropriations, and recommend policies
that would move the system forward in an
orderly and consistent manner into the 1990s

and beyond. Options for ensuring a viable
commissary program while protecting the
commissary benefit were to be pursued.
All actions were to be accomplished in light
of the projected demand for services, the
patron base, and the resourcing -
methodology needed to provide a
satisfactory program.

MISSION

Commissaries, as an institutional economic
benefit of military service providing noncash
compensation to military personnel, sell
groceries and authorized household supplies at

the lowest practical price. Commissaries will
be operated in facilities and under standards
similar to those of commercial food stores,
foster and maintain a sense of military
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MAJOR CONCLUSIONS

Generally, the commissary system has been

successful in meeting its assigned mission; -

however, the operational philosophy and
associated levels of service provided by the
respective commissary stores are not uniformly
consistent in each of the four service systems.
The system also faces numerous challenges in
the near and long term that will affect the
ability of the system to successfully achieve
mission accomplishment.

Military members, regardless of service,
are entitled to the commissary benefit in lieu
of compensation that would otherwise have to

be paid. This compensation, as depicted in

Chapter 5 of this report, is estimated to be
$1.7 billion annually. The net annual savings
'om providing the commissary benefit in lieu
‘compensation to members is just under one
lion dollars.

All military members are entitled to the
same level of commissary service regardless of
which service operates the specific commissary
store. Current practices among the services
preclude this uniform exercise of the benefit.
Since the commissary benefit is in lieu of
compensation that would otherwise be paid,
military members not receiving equitable
commissary service are being disadvantaged.
This trend can be reversed by developing a
cost effective, responsive organization but left
unchanged, the success of the commissary in
meeting customer expectations will require
more and more resources to meet the growing
demand for service, extended hours, and
facility improvements. This will occur at a

time when fiscal resources are becoming more

constrained.

- the four individual

With this constrained fiscal posture as a
backdrop, the commission conducted an
extensive review of the operations of each of
services’ commissary
systems. The review found many of the
functions currently being performed to be
labor intensive, redundant, and often no longer
performed in the commercial grocery industry.
Some functions, however, were driven by the

organizational configuration of the current

commissary systems and thus determined to be
difficult to eliminate without restructuring.
Central distribution is one example of a
process widely used in the private sector but
difficult to implement in military commissaries
due to the current organizational structure.

Many other recommendations were
identified but the greatest potential for
improvement revolves around two major
issues: consolidation of the commissary systems
and central distribution and its associated
efficiency savings. For instance, a consolidated
commissary system with central distribution can
yield a net $93.3 million in annual savings to
the taxpayer while providing needed improved
patron service levels. When treated singularly,
central distribution and its associated efficiency
savings have the potential to save a net $44.0
million. The following are brief summaries of
the alternatives.

CONSOLIDATED COMMISSARY
SYSTEM

Consolidating the four separate service
commissary organizations into one joint service
organization eliminates the need for
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redundant, coexisting management layers and
automatically creates uniformity through
singular policy direction. This centralized
direction and policy formulation produces a
greater potential for uniform standards of
performance. In the commissary arena, this
translates into a more uniform entitlement
through equitable levels of service to
‘commissary patrons.

- Consolidating the separate systems also
~ provides an organization that mirrors a
commercial grocery chain and creates a
platform for using off-the-shelf proven,
industry equipment and procedures to
automate many of the manual processes
currently used within the various systems.
Streamlining current procedures can achieve
“savings of $83.5 million from bill paying,
accounting and warehousing. Table 1-1
outlines these potential savings. The
commission developed a model organization
patterned  after private industry but
encompassing the same number of
management layers currently found in each
of the service unique commissary systems;
e.g., districts, regions, and central
headquarters. The structure is based upon a
philosophy of central control and oversight
with decentralized management execution.
This model organization is more cost
effective as it operates with 1449 fewer
spaces than currently utilized by the separate
systems.  Figure 1-1 outlines how these
spaces are allocated to achieve an additional
saving of $49.3 million. The combined
savings of $132.8 million, offset with $39.5
million to improve service levels, provides a
net $93.3 million saving to the taxpayer.

The new system, however, will have some
startup costs. In Chapter 11, $30 million is

" needed to

S——

A DOD STUDY OF MILITARY COMMISSARIES ==

projected as the cost of purchasing a new
computer system to operate central
distribution and the management function.
This system can” be procured with trust
revolving funds if required. If real estate
currently occupied by the separate systems is
used, no new brick and mortar will be
required to house various central and
intermediate level management headquarters.
A transition plan to implement a
consolidated commissary system is discussed
in Chapter 5. The proposed organization is
at Figure 1-2.

Personnel costs to cover permanent
change of station (PCS) and severance pay
are the only identified major expenditure
transition to a consolidated
organization.  Locating headquarters at
existing sites not only will save facility
expenditures but this approach will also save
personnel  costs. These costs were
determined by developing a model of
possible headquarters locations and then
arraying costs associated with moving:
personnel to fill the projected authorizations
at these sites. Using this scenario, personnel
transition costs, including transition team
temporary duty costs, were estimated to be
$6.6 million.

Consolidation is a cost effective and
efficient proposal but it is not without
drawbacks. One major concern is that when
commissary sales are indexed to industry
margins, consolidation of the separate
commissary systems will create the sixth
largest grocery chain in the United States
and thus provide an inviting target for the
anti-government lobby. The problem is not
insurmountable but needs to be recognized
as an issue.
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SHAPTER 1

EXECUTIVE SUIMMARY

BASIS FOR SUBMISSION

This report "on
Services Exchange
submitted in
request of

the Armed
System ies
respense to the
the EKonorzble Marvin

Leath (D-TX), Chairman of the
Yorale, TWelfare and Recreaticn
Panel, Subcommittee on Rezdiness

Committee on Armed Services,
United States Eouse cf
Representatives. The request to
the Department of Defense was

transmitted in a 22 January 1¢90
letter from Congressman Leath to
Lieutenant General 'Donald W.
Jones, Deputy Assistant Secretary
of Defense (Military Manpower and
Persconnel Policy). Based on this

request, Mr. Atwood (Deputy
Secretary of Defense) directed
that a review of the military
exchanges be conducted. This

directive led to the formation of
an exchange study group with
representatives from each of the
Armed Services, the Army and Air
Force Exchange Service (AAFES),
and the U. S. Coast Guard. Due to
the limited. time available o
conduct the study, and the need
for .

individuals sufficiently
experienced znd knowledgezble in
exchange operztions, the Services
selected personnel from their
exchange systems with extensive
resale experience.

The study group prepared

this macro, conceptional report

‘with input from review and

steering groups comprised of
senior military and civilian
leaders, a technical advisory
group of exchange system
commanders, functional experts

from the exchange systems' staffs,
instzllation commanders, the
senior noncommissioned officers of
the military services and exchange
patrons. ‘All cost and savings
projections for the altermatives
considered are based on estimates
developed by the study group
staff. All estimates are,
however, considered conservative.

The report is organized into
the following chapters:

¢ Chapter 1 summarizes
the study report, gives the
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.  .basis for submission and outlines

he study
~.ssumptions,
findings, conclusions,
ecommendations.

group's overall
methodology,
and final

¢ Chapter 2 gives a history and
evolution of the exchange systems,
presents +the <current scope of
operations and provides a
description of each of the
separate exchange systems.

.0 7 Chapter 3 analyzes current
financial, business and
.organizational strategies of- the
exchange systems, explains current
MWR distribution policies, and
details estimated savings and one
time implementation costs.

¢ Chapter 4 examines exchange
procurement and “inventory
management functions and potential
benefits throuch centralizatien.-

© . Chapter 5§ reviews the
existing ~distribution and
transportation systems of the
exchange systems and proposes

crganizational changes to increzse
efficiency.

o Chapter 6 examines current:

and projected
information systems
the exchanges.

management
utilized by

o Chapter 7 focuses on customer
service, store and installation
operating procedures and special
exchange programs.

o Chapter 8 discusses the
variocus food programs of each
service, including the potential
for increased service and
earnings.

© Chapter ¢ discusses the broad
category of sgervices operations
and how each exchange system
fulfills these requirements.

o Chapter 10 outlines options
for operating design construction
departments of the exchange
systems more cost effectively.

o Chapter 11. discusses human
resources program similarities and

differences of each system and
potential efficiences throuch
cooperative actions. '

o] . Chapter 12 examines the

employee benefits programs of each
system and the costs and impact cof
any prcposed change.

o " Finally, there are several
appendices which provide
additional data and a more
detailed analysis of specific

topics.

STUDY OBJECTIVE

The study mission was +to
preovide an unconstrzined baseline
assessment of the Department of
Defense Armed Forces exchange
system with +the objective of
identifying increased
efficiencies, —reducing overhead
costs and increasing savings in
nonappropriated fund and
appropriated fund revenues. Any
recommended changes were to
maintzin the same or higher level
of service to the customer with no
increase in cost. All functional
areas of the exchange systems were
subject to review for
efficiencies, with the review to
include, but not be limited <to,
the feasibility of consolidating
some or all functional areas.

THEXE
MISSION

EXCHANGE

Each of the exchange systems
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has ,a
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similar duzl mission of
—“roviding patrons with merchandise
1d services necessary for their
.ezlth, comfort and convenience,
.nd of serving as & supplementa

source of funding for military
Morale, Welfare and Recreation
(MWR) programs. The exchange

located on military installations
encompass a wide variety of resale
activities, and compare favorably
with commercial retail stores and
shopping malls. Iincluded in the
list of exchange activities are
retail, foeod and automotive
.outlets; personal services such as
barber shops, beauty shops. and
laundry/dry cleaning; amusement
and vending centers; Navy Lodges;

and, in the case of AAFES, motion
picture theaters. The exchanges
serve _as an important nonpay

military benefit, providing vital
services worldwide and saving the

patron an average of 20% over
outside prices.
The exchange systems are

unique government organizations in
that they operate almost entirely
on revenues generated from the
sale of goods and services. These
sales dollars pay for civilian
employee salaries, merchandise
inventory . investment, most
distribution and utility costs and
capital expenditures for
equipment, vehicles and facilities
——-'in short, all the normal costs
of doing Dbusiness. Limited
appropriated fund (tax dollar)
support is received for paying
some overseas transportation
costs; utilities overseas and in
designated isolated and remote
areas; and common services such as
fire and police protection.

Exchanges are an integral
part of +the military Services
‘quality of life programs,

providing on-base services as well
as generating earnings to suppert

MWR programs such as libraries,
child care and youth centers,
fitness programs and other vital
quality of life programs.

FINDINGS

The review group .soon
determined that the current
exchange systems are financially
sound, serving their patrons well
and making valuable contributions
to the MWR program. However, with
three separate exchange systems
accomplishing the game basic
mission, often within <the same
geographical area, there are
duplications and redundancies in
both overhead and operating costs.
This is in no way meant to imply
that any one of the systems is not
pursuing actions to optimize their
separate coperation. '

Yet, +these are tumultuous
times. So &any immediate, system-
wide consolidation taken simply to
rezlize +the anticipated savings
identified in this study would
involve significant 'risks and
could adversely effect customer
service, ongoing ©programs and
exchange earnings, and ultimately
support to MWR.

The exchange systems today
are operating in a rapidly
changing political environment and
are absorbed in the process of
adjusting to a variety of intermal
and external influences beyond
thelr contrcl. These factors are
impacting on traditional methods
of operation, and any attempt to
project future savings on recent
historical data must take  them
intoc account. 1In an unbelievably
short span of time we've seen the
Berlin Wall come down, action
initiated and almost concluded for
the ' reunification of Germany,
political reforms instituted in
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the Soviet Union, the loosening of
*“he ""Soviet grip on her member

:ates, and an overall reduction
.n tensions between East and West.
his has led to calls for massive
.uts in defense spending which
will be reflected in major force
reductions and base closures. 1In
a. 19 June 1990 news briefing,
Secretary of Defense Cheney
responded to a Congressional
inquiry regarding the impact of a

25% force reduction --- equal to
military

approximately
personnel. The most recent crisis
in the Middle East may also
influence future force structure
and basing decisions.

442,000

The exchanges are also.facing
increzsed competition from outside
retzilers, which is expected to
grow through niche formats,
everydeay low prices,
warehouse/superstores and the

movement of major competitors into

sections of the country they did
not previously operate. To remain
rompetitive, +the exchanges must
stay eabreast of and implement

current retailing concepts such as .

electronic data interchange =&and
rapid replenishment by suppliers.

Each of the separate exchange
systems has responded %o this
changing environment by
instituting actions to scale down
and consolidate 1
operations and reduce costs to
meet the challenge of significant

reductions in the patron base.
Within  AAFES, project  "Fresh
Start" is well underway. This

project will reduce and relocate
the four major CONUS geographical
headquarters elements to -Dallas.
Additionally, actions have Dbeen
.initiated in both Europe and the
Pacific to reduce staffing to meet
reduced support requirements due
to changes in force levels.
AAFES' automated management

overhead

information and communication
systems are being greatly expanded

with a satellite communication
network and installation level
computers to support operations

and decision making functions.

The Navy Resale System has
begun steps to reduce costs by
reducing the number of Field
Support Offices (FSOs) and further
centralizing some distribution and
procurement " functions.
Additionally, Navy Resale
System is with the

the
- faced

complicated process of divesting

commissary operations and the
associzted organizational turmoil.
The Navy also has a program to
update and improve their
mznagement information system.

In +the Marine Corps, the
exchange &nd MWR activities were
merged into & single
organization barely & year ago.
Any exchange consolidation would
require this organization to be
split a2t a time when it is both
recovering from this action and is
placing totzl concentration and
effort on managing the eminent
changes due +to force structure
adjustments. - :

Although the U. §S. Coast
Guard participated in this study,
primarily in an observer status,
no consideration was given nor
analysis performed on including
them in any consolidation of the
Armed Services exchange systems.
ANALYS IS . O F
ALTERNATIVES

The study group considered
and evaluated a number cf

alternatives, including
continuation of separate systems

(status quo), a variety of partial
consolidation scenarics such as
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centralized suppert to separate

‘“systems and geographical
esponsibility by dominant system,
operation as a government
;ponsored enterprise (GSE), &and
total consolidation. Since the
partial consolidation scenarios
were cumbersome, did not provide
major savings and were net
supported by the military
Services, they are not presented
here. These alternatives are,
however, discussed in later
chapters and could become a step
in the movement to total

consolidation if that course of

"action is selected. There appears
‘%o be no advantage in converting
from a nonappropriated
instrumentality to a GSE.

: The major pros and cons cf

the. two remaining alternatives,
status quo and total
consolidation, as identified by
the study group, zre summarized in

Figure 1-1 at the end of <this
chapter.
CONCLUSIONS

Despite the complexity of

this action, total consolidatign
of the three military exchanges 1is

feasible and is the most cost
effective alternative. There
currently. is, in fact, a
consolidated exchange system 1in

existence. AAFES serves both the
Army and Air Force  worldwide.
While the study group can identify
savings through further exchange
consclidation, such action must be
taken carefully over time due to
force structure uncertanties, with
check points built in for review
action before moving from phase %o
phage.

Figure 1-2 presents a summary
cf projected savings and costs
which could be realized through a

tund-

. currently

consolidation

total of the
exchange systems. Net savings are
expected to be §35 million
annually. (The £full impact of
these savings would not be
realized wuntil +the end of the
implementation period.) One-time 7
net implementation cos't:s,ﬁ\o'g

projected to be &&+S-million, and
the impact on personnel are also
summarized in Figure 1-3. Chapter
3 gives - a more detailed analysis
and explanation of the savings and
cost figures. It should be noted
that +the ©personnel impact of
consolidation would be substantial
and every effort should be made to
reduce -the affect on individuals,
such as offering early retirement,
placement services, etc.

Since AAFES is the largest
system (73% of total direct sales;
74% of employees) and has in place
a worldwide, sophisticated
infrastructure, it is cnly logical
that any consolidation would be
built around this infrastructure.

The basic methodology used zas
a starting point for determining
costs and savings in each of the
functional areas was as follows
(using AAFES as the core
organization):

- Identified common functions
eliminated +the ©positions
performing those
functions at Navy and Marine Corps

and

Headquarters, Regional and Local
Levels.

- Based on a selected
productivity measure, determined

cost of adding additional people
to the core organization (Total
people required less those on hand~-
at core organization).

- V%et savings is the
difference Dbetween total savings
and added cost.
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" - Compute one-time

nplementatlon costs.

- Once this was determined,
.t was refined by comparing more
closely the actuzal functions being
performed by the personnel in each
exchange system.

Conclusions relating to each

of +the major functional areas
follow:

N
’ .

. 0 Financial/Business Strategy.

Because of differences in
‘accounting procedures, financial
reporting, operating environments

and other factors, comparison of
financial indicators for the
exchange systems is not an

accurate measure of performance.
However, &all three systems are
financially healthy, with
profitability figures that
generally exceed commercial
industry averages. Each system
provides patrons a savings of at
least 20 percent overall, while
continuing to generate funds to
support MWR. A pro forma analysis
(see chapter '3) 1indicates an
increase in total earnings could
be achieved . if the
systems were consclidated. The
accounting functions were
specifically reviewed.
Approx1mately $5.4 million could
be "~ realized from increased
efficiencies gained by
consolidating and centralizing the
accounting functions.

c Purchasing/Inventory
Management. Efficiencies can be
realized by <consolidating the
exchange services' buying and

contracting functions.
Consolidation of these functions
into the existing AAFES

infrastructure will eliminate the .

duplication that now exists. The
AAFES system is capable of

exchange’

supporting the combined sales of
the consolidated exchange system.
It would require an incremental
increase over current staffing
levels of about 337 positions with

wages, including fringe benefits,
of zbout $§9.8 million. Computed
savings, within the ©purchasing

area only, are projected to be 824
positions with salary of about $§22
million.

o} D1strlbutlon/rransportation

Increased efficiencies would
result from a consolidation of
AAFES and NAVRESSO distribution
centers - - in CONUS. - The
consolidated distribution system
would -have the <capabllity of
supporting the three current
exchange systems. Consolidation
of the Norton AFB (AAFES)
replacement - facility (with =a
project scope of §9.6 million, to-
be partizlly offset with Dbase

closure funds) and the NAVRESSOFSQO

San Diego distribution center at a

cost effective location, or
expansion of the San Diego
facility, could not be
accomplished before FY 93.

Consolidation of exchange system
management will also result in
reduced overhead requirements at
several overseas locations. Total
annual savings from consolidaticn
are estimated to be §9.7 million.

o ‘Management
Systems.

Information
Consolidation of +the
three exchange systems into a
gsingle entity will require a
worldwide communications and data
processing capability. - AAFES is
the only exchange system with the
existing MIS {nfrastructure and
can support the many and varied
businesses included in the
exchange systems. Each part of
the AAFES MIS infrastructure has

been specifically designed <to
operate in every country with
presence. All MIs

military
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applicable local laws, Status of
 Forces Agreements, U. S. military
re gul ations a n d

national/international
communications protocols/equipment
technical specifications. One-
time costs of the MIS
consolidation into the RRFES
infrastructure is projected - at
$37.9 million, which would be
cffset by a MIS cost avoidahce of
“SGO 'l millicn; resulting in a net
savings of $27. 0 million over the

projected costs of the three
separate MIS support systems.

o Operations Management. Even
with differing retail store
manning objectives and levels of
management commitment, each
exchange system is providing

satisfactory customer service. To
standardize store staffing levels
under a total consolidation
scenario, additional personnel
costs of $13.3 million per vyear
will be required. Other issues
addressed include removal of
current restrictions placed on
mailing of promotional literature,
and merchandise authorized for
sale. Also, the
nonessential items in the
commissaries must be addressed due
to the impact of these sales on
the exchanges' ability to generate
funds for MWR.

[
-

. 6  'Food Operationms. Total
sales, profits and customer
service would be enhanced by
consolidatien into a single
system. Such an action would
result in a one-time cost
avoidance of $1.8 million for

development of separate in-house
food concepts. The proven RAAFES
food programs, modern information
and management systems and
worldwide organizational
infrastructure dictate this system
should be used as the core for a
consolidated organization.

sale of .

o Services Operations. Services
operations, such as barber and
beauty shops, laundry and dry

cleaning, tailor shops, automotive
services, flower shops, electronic
repair, tax preparation, optical,
photo and film developing shops,
etc., would generally continue to

operate under <consolidation as
they do . now.  BAlthough broad
policies ' and procedures govern

their operation, these activities
are established and organized to
meet local requirements and may be -
either direct (exchange operated)
or concession (contractor
operated) based on the situation.
2nnual savings of $§0.3 million are
possible through consolidation and

- reduction of headguarters staffs.

o Design and Construction.
Centralized design and
construction would be cost
effective and increase

efficiencies whether the exchange
systems are consolidated or not.
The RAFES organization has this
capability. Projected savings are
$2.9 million per year under total
consolidatien.

o] Personnel. A number of
individual and " collective

" improvements were identified in
human resources programs. If

consolidation occurs, they could
result in new personnel programs
which may be better able to
attract, retain, compensate and
reward employees.

o Employee Benefits. Due to
the number of variables present in
the three systems and uncertainty
over the design of successor plans
for welfare benefits and
retirement, a reasonable

projection of costs/savings could

not be estimated at ¢this time.
The only cost readily identifiable
would be movement of Marine Corps
and Navy Resale UA- 135 and above
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would be movement of Marine Corps
nd Navy Resale UA-13s and above
.nto the equivalent of the AAFES
=MP supplemental deferred
ompensation benefit ©plan, the
cost of which is estimated at $0.6
million annually.

During the course of this study,
there were inferences Dby scome
Navy, Marine Corps and AAFES
individuals that in the event of

consolidation, AAFES 4initiatives
would remain in" place while
initiatives of the other exchange
.systems would be lost. - These
perceptions are wrong. Each
system has good ideas and, in the
event of consolidation, the new

organization would be expected to
evaluate these ongoing initiatives
and take the best from each
T system. :

. It should be noted that this
is not <the first study of the
military exchange systems. . A
. previous study, conducted for DoD
" by  the Logistics Management
Institute in July 1968, arrived at
basically the szme conclusions —-—
- consolidating the exchanges
would eliminate redundancy &and
result in significant cost
savings. That study recommended
the exchanges be consolidated.
The study noted that multiservice

exchange operations worked well in-

Vietnam where  AAFES provided
support to all Services and they
are working well cn a much smaller
scale in various other parts of
the world +today, such as 1in
Okinawa where AAFES exchanges
support all services.

Given the ceomplexity of the
merger and the uncertaintities of
the future, a phased approach
should be adopted. Each exchange
system is in +the ©process of
implementing critical phasedown
actions to meet anticipated force

reductions and base closures,
these independent efforts
continue as planned,
coordinated among the
Managing these changes,
the same time attempting
consolidate into .2 single exchance
system, would compound problems
currently being addressed
increase
affecting
earnings.

but
Services,

customer service and.

There are, however, potential
savings from cooperative efforts
that could be instituted
immediately, as possibly the first
step toward consolidation, which
would result in savings and
increased efficiencies within the
overzall exchange system.
Additionally, such cooperative

‘zctions would begin to create the

rapport, trust &nd working

relationships needed to meve +to

the total
Examples of such
efforts, further discussed in the
individual study chapters,
include:

consolidation mode.

o} Facility

. ‘design
construction.

and

o Centralized ‘distribution
of specialized merchandise such
as pre-recorded music and fine
jewelry.

o Consolidated development
and procurement of in store
electronic point of sale systems
and other ADP equipment.

o Transfer of operational
support for exchanges based on the
dominant system within a

geographical area.

o Consclidated European
purchasing. - ’
o Quality assurance 1ab

PAGE 1-8
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~inspections.

(o} ' Shared food

concepts.

in-house fast

o Cross stocking of private
label merchandise.

Due to the direct
relationship between exchange and
MWR programs, and +the unique
quality of 1ife aspects of +the

exchanges,
military Services continue to have
direct control over the exchange
. system. This
accomplished through a joint board
of directors, with a chailrperscn

that rotates between the Tmy,
Navy and RAir Force, and full

representation from each Service.
Recommendations regarding the
composition and responsibilities
of such a bocard along with =&
proposed orgznizational chart are
attached in Figure 1-3.

The
"cooperatives.”
to its
"government
represents
soldiers,
airmen.
cf the

exchanges are

Ownership belongcs
customers, not a
agency." The Zoard
the customer . rase:
sailors, marines &nd
The Board is a caretzker
servicemember's moaies,
revenues earned by the military
exchanges, and, as such, has =&
fidtcidry responsibility for the
servicemember's investment. It is
the servicemember's money, not
taxpayer money, to be distributed
as dividends tghthe services.

The Board, as a responsible
military governing body, must
report through +the respective
Chiefs to the Services'
Secretaries, not through a
separate government agency. This
is in keeping with the role of the

military exchanges and the
Command's role to maintain and
provide for the Morale, Welfare

it is wvital that the

could best e -

STUDY OF MILITARY EXCHANGES

and Recreation of the
servicemember.

One of the major concerns of
the Services during this study was
the impact of consolidation on
earnings and the availability of
funding for MWR programs. The pro
forma analysis in Chapter 3 .
indicates earnings would increaseV
under consolidation, but a new
dividend distribution policy would

be necessary to ensure balance
between support to MWR and
exchange reinvestment and also

consideration of existing assets
of each Service. Any distribution
method developed by the Board of
Directors should consider ways to

provide incentives for
instzllation Commanders, ~ to
increzse total exchange profits

and avoid unnecessary competition
with MWR. .

The Navy Lodge Program, Navy
Clothing and’ Textile Research
Facility and Navy Ships Stores
Afloat Program are unique entities

to  the - NAVRESSO resale
organization. These programs =zre
vital elements  of 'the Navy's

quality of Life and shipboard MWR
initiatives. They should ©be
transferred internally within the

Navy. Additionally, only
traditional .~ exchange functions
from the combined Marine Corps
exchange organization should

become part of the consol?dation.

The major savings from
consolidation result from merging
and reducing overhead staffs;
centralizing procurement,
accounting and construction
functions; and eliminating
duplicative warehouse and
distribution activities. Very
little change would be visible at
the store operating level, with
very 1little impact on customer
service. In fact, by taking <the
best programs of each system,
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could be retained through signing
or.-other actions, similar to what
is currently done with the Army

~"PX" and Rir Force "BX" under
RAFES. Furthermore, there is no.
reason to believe local exchanges
would not continue to be

responsive to, and support, the
desires of local commanders.

IQEéCX:&d&dIZDU:B&T?ICDDT

The study group recommends that
the military exchange systems . be
consolidated into a single
organization in order to eliminate
current .redundancies, improve
operaticnal efficiencies and
achieve projected annual savings
from consolldatlon of.$35 mllllon
.plus - 59,6 ; .million - future

reductlon £ Navy ‘and Marlne _Corps”

,Store"Stafflng from 1mp1ementatlon
of Z:the H AARFES © Storeﬁ
Program (asap). The folloelng
elements should be included in the
implementation plan for the
‘consolidated exchange system:

o a Joint Exchange
Consolidation Task Force should be
established to prepare and execute
necessary implementing plans and
documents ; to review and
coordinate  major Service
initiatives during the
implementation period, ensuring
they are in consonance with the
consolidation effort; and monitor

the completion of required
actions.
The task force would be

responsible for overall
consolidation planning and
execution. It should be made up
of senior functional area
representatives, detailed from
each exchange system, and assisted
as  necessary by additional
staffing on a temporary basis.

The first objective of the task
force would be to develop a

‘Automation’

‘achieve

comprehensive implementation plan
addressing impact, interface and
regquired actions in each
functional area, thus providing
the blueprint for the future. In
addition to functional area
interfaces, the plan should also
include:

~ Proposed structure for the
new exchange system, staffing
requirements  and command and
control relationships. :

- Procedures for a review of
Service initiatives to assure they
complement the .consolidation
process.

- Mllestones and time frames
for accomplishing identified
tasks.

- Checkpoints for review and
evaluation of conslidation
progress -to confirm proper
direction prior to moving from ocne
phase to the next.

- Programs and
communications lines to
and assist employees.

oren
educate

.= Requirements for changes in
regulations and other regulatory
documents.

- Identification of a test
site to validate lmplemeqtatlon
procedures.

o Early implementation of
cooperative efforts discussed
herein, such as consolidated MIS
procurement, centralized design
and construction, centralized
distribution of specialized
merchandise, etc. should be to
initial savings and
establish interface between the
systems. Many of these offer
substantial benefits, and could be
implemented 'independent of any
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action on

this study's

.+ recommendation. Besides the
potential benefits from these
programs, they would provice
another mechanism for
communications and cooperation
between the existing exchange

systems.

o A review should be conducted
at each implementatiocn phase to
ensure the correct course is being
followed and projected benefits
can be achieved.

) A  Board of Directors
representing all Services, and
responsible to the Service

Secretaries, should be established

to govern the consolidated
exchange system and to manage and
control what is, in effect, the
servicemember's money and gquality
of life vehicle. This board would
initially serve as an Exchange
Consolidation Oversight Committee
to  guide the consolidation
process. Since this board will
become the governing body of the
new consolidated exchange system,
serving as the oversight committee
will facilitate the transition to
the consoclidated organization and
assumptiocon o f it s
responsibilities. Furthermore,
interface with existing exchange
boards will be facilitated since
most. . consolidated board members

are:- also directors of their
respective exchange systems.

In addition to the major
recommendation presented  here,
each functional <chapter which

follows has additional
recommendations which, when

implemented, will result in
increased efficiencies, reduced
costs and better customer service.

Closing

As stated . earlier in this
chapter, there are many
uncertainties facing the exchange
systems .and any rash action
regarding consolidation should be
avoided. = It is the opinion of
this study - ‘group that, upon
approval of the recommendation to

~consclidate the exchange systems,

adequate time must be afforded for
the development of a detailed plan
prior to implementation. It would’
take two to three years beyond the
actual implementation date before
all implementing actions could be
realized, - A measured logical,

methodical approach must be taken

to minimize distruption to the
existing work force and service to
patrens. .- - '

For the transition toc a new
Joint Service Exchange Instrument-
ality to be successful, the
support and commitment of all
affected parties 1is essential.

This commitment, which must be
clearly communicated throughout
each exchange system, should

emphasize the overall benefits of

such a consolidation to both
employees and customers. Without
total support, the transition
could be plagued by serious
problems which might adversely
affect customer service and
earnings.
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MAJOR PROS AND CONS

B8TATVUS QUQ - PROS:

- Separate systems contlnue with programa %

reduce coeats and adjust © force structure/
base closume decisions.

- Retalns 8ervice commend and control
perogatives.

- Reotains Seorvice control over earnings
distridbution. .

- 'ﬁormlti continuation of Marine Capa
consolidated MWR operation and evuluation
of effectiveoness of this system.

= Potential bonefita of cccpor-ti\;o efforts

among exchance systems could stlll be pursued.

- Emplowo/organlznﬂpn turmoil minimized.

8TATUS QUQC - CONS

« Forfeiture of potentlal savings which would
be gained through elimination of redun-
cdanclos and Inoreesed efficlencies

= Does not take advantage of potentlal
MIS cost svoidances.

= Duplication of effort In dowiopment of
ooat_.ly in-house food programs.

- Gpdortunities to standardize perscommel
programs’ and csareer opportunities are not
maximizod.

~ Decilne In total net earnings due to troop
drew downs and loss of exclusive sales rights
ot cigarettoa/sodas g not wtally offset by
planned cost savings Initlatives.

STATUS QUO & TOTAL CONSOLIDATION

TOTAL CONSOUDATION - PROS

- Savings achleved through eilmination of
duplication and Increased efficloncies and
economies of scale In the areas of procure-
ment/Inveniory management; distribution/
transportation; acoounting: management In-
formation systome faciiity design and con-
struction; and headquarters management.

- Standardization and Improvement In per-
sonnei benefits and career opportunities.

< Basic Infrastructure for consolidation s
In plu:o.' .

Projected annual savings of 8$3&

million
es & resuit of consoiidation

... Projected_annual_savings “of $9.6 million
: resulting from Navy ‘and Marine Corps .~
- implementation of AAFES Store -Automation )

- Program_ (ASAP) R

- Savings offset docline In total ewrninga
projecwd cue to troop drxw downs and
cigarette/socda ssies In commissaries.

CmaA ey v - . 1

TOTAL CONSOUDATION - CONS

= Employee and organimtional turmoil

cculd have a temporary sdverse Impact
on customer service and ‘earnings.
-~ Force structure/base 'cloiuré d;c.hlona
could hinder efforts to achieve a smooth

..consollidation

 Navy and Marine Co:po lose command and
oontrol prerogative over exchange oporations.

= Conaclidation not In consonance with :
concorns expressed by Incustry (ALA), dase -
commanders and 8ervices' senior noncom-
missioned officers

= Additional Internal reorganizations neoded:

Navy <« transfer of Navy Lodges, Ships Swores
and Uniform Program; Marine Corpe - disman::
the new MWR/exchange organization.

= Cne-time Implementation ccets could Impact
funding for MWR In the shert serm.

= Profected net cne-time Inp lomentation
coein $8.0 million.

FIGURE 1-1
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Figu;e 1-2.
. Personnel Impact Su

mmary.

Cost/Benefit Rnalysis, one-time Implementation Cost and

tribution, accounting &
buying function to be deleted

Augﬁentation of HQ, distribu-
tion, accounting & buying
positions under consolidation

Othef Economics

‘Other Costs

Tctalé‘ ." s

New initiatives under (
Status Quo

Net Annual Impact of
Consolidation

Navy & MARCORPS Store Reduc'
tions* resultlng from” ASAP sl

O Cost/Benefit Analvysis
Savings

Item Cost RAvoidance

Current costs of KQ, dis- $115.78M

9.26

125.64

S.10M)

$34.6M

2dditional
Cost

$77.75M

$81.42M

* Cost/Benefits stated in relationship to FY-89 operations.

Item

Personnel Relocation/
Severance Costs

Training

Other

Management Information System

Total

Net Cost

One-time Cost/Benefit (Implementation)

Cost

Cost Avoidance
$21.01M
13.42
.41 $1.80M
37.87 860 1o
$72.71 $61-50M
“£$10781M L
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P

Personnel Impact

UA EPP
Positions Affected . 1348 2285
Relocate/Locally Place 379 + 589
Early Retirement 270 58
Reduction Action ' ‘ 699 1638
New Organization HQ Requirement 380 300
Store Augmentation Requirement - * *

* Not identified by number or category of pérsonnel,
estimated annual personnel cost §13.3M

UA - Universal Annual
HPP - Hourly Paid Person

4
3
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RECOMMENDED ORGANIZATIONAL STRUCTURE
' CONSOLIDATED EXCHANGE SYSTEM

Service Secretaries
Army, Navy, Air Force

Board of Directors ' S

Commander . 1. e Ma
Exchange Service } - 1 Commafcn:ﬂers
Exchange Operations l r Distribution Centers
Sales Districts - .=
| ~Installation
) : Commanders
Installation Offices '_ - '

Business Activities. l

—

- = = Coordination and Suppont
—— Command and Contrd

FIGURE 1-3
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BCARD OF DIRECTCEHS

Bcard Resccnsibilisies

The board should Be respcnsible ts the Secretaries of tihe
Aramy. Alr Forces aad Navy through the Army and Alr Force Chieés of
Staff. Chief of Naval Opsrations, and Marine Corps Commandant {2
directing the exchange service. Basic responsidilities should
be:

- Detsrmine and approve policiess, plans, programs, and
strategies of the exchange systam. Zasurs appropriate staffinc
with departmental, other Service, and OSD entities.

- Reviaw and approve cperaiing and capital budgets and
financial goals. Ensure tley ars consistent with the
organization's strategies and policles.

- Set dividend policy and declare dividends to be paid
to each Service's XWR function. B

- Azalyze reports on the oxchaﬁqo's ﬁotfo;manco and
suggest possible actions to improve performancs.

- Formulats policies rsgarding ethical or pudblic
responsibility matisrs and ensure organization adhersnce to these
policies. : ’

- Provide an annual repor: oa exchange operations to
the Service Secretaries. '

- Provids the Army and Air Force Chiefs of Staff, Chief !

of Maval Operaticns and Marine Corps Commandant quarterly repecrts
on the status of the exchange system.

Committses of the Board

Dus to the sccpe of responsibilities, tEe board should
rely on standing committees to accomplish detaliled reviews of the
{ssuss and maks recomsecdations to the board. Thers should be a
minimum of thrse standing committees:

- F{zaace committse

-- Rovisw and rescomzend approval of finpancial
policy and plaas. .

-= Review the financial performance of the
organizatioen. ‘

— Appreve the level of funding availadle for
capital {mprovements.

= Audit commaittse

-- Review the audit program of both the intsrnal
auditor and extsrnal independent auditor.

-~ Ensure that nanagoriil'and accounting controls
ars adequate acd effective. :

— Pronctes praciicss to improve macagement
efficlency and effectiveness.
. - Capital {mprovemeats committse
-= Revisw and recoamend approval of capital

improvements at a dcllar level not ¢o excaed that approved by the
financs comnitise. :

FIGURE 1-3 continued



Bcard Metbershic

Reccmmended memZership is as follews:

- Army
-= Comptroller of the Army :
-- Cemmander, V.S, Army Community and Family
Support Center o
-— Sergeant ‘Major of ths Army
-- Opsrational Cocmmander selected by the Chief of
Staff of the Army :

= Alr Torce
== Principal Deputy Assistant Secretary, Finaacial
Management (Resourcs Managsment)
== Assistant Peputy Chief of Staff{/Personnel for
Military Personnel ' .
=~ Chief Master Sergeant of the Alr Force

- == Operaticnal Commander selected by the Chief of
Staff of the Alr Force

- Navy b -
, -- Deputy Chief of Naval Cperatioczs for Logistics
~=- Commander Naval Military Personnel! Command
N -~ Master Chief Petty Officer of the Navy
-- Operatlioral Commander sslectsd dy Chief of
Maval Operations k

- Marine Corps
-- Assistant Chi{ef of Staff for Manpowsr and
Reserve Affalrs
-= Sergeant Major of ths Marins Corps ]
=~ Assistant Chlef of Staff for Installations and
Logistics

-= Operational Commandsr selsctied by the
Czmmandant of the Marine Corps )

- bcchanqo systsm Ccmmander

Chairmanship of the board should altsrnate between the
Comptroller of the Army. Principal Deputy Assistant .
Secretary of the Alr Force, Financla! Management (Resourcs
Xanagement), and Deputy Chief of Naval Operations for Logistics
a4t two year intervals.

FIGURZ 1-3 continued
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LMI

Executive Summary

TOWARD A MORE EFFICIENT MILITARY EXCHANGE SYSTEM

An April 1990 DoD study recommended a full consolidation of the three
military exchange systems. Such a consolidated system would be the seventh largest
merchandiser in the United States, with annual sales of over $9 billion. Although
the Army and Air Force generally concurred with the recommendation, the Navy and
Marine Corps challenged the study’s analysis and results. Our independent review of
the study and of the subsequent rebuttals leads us to recommend increasing
cooperation and coordination among the current exchange systems and integrating
some of their functions without a full and immediate consolidation.

The DoD study projected annual savings of over $44 million from the
consolidation. Most of the savings would come from abolishing the Navy and Marine
Corps field support and headquarters functions, adopting the Army and Air Force
Exchange Service automated information system, and closing some of the Navy’s
distribution centers. The rebuttal challenged the analysis and the data on which it
was based and also objected to the concept of replacing the Navy’s and Marine Corps’

regionalized and decentralized buying strategies with the Army and Air Force
Exchange Service’s centralized strategy.

Our analysis showed potential annual savings of $36.6 million from
consolidation, with a net present value over 10 years of $104.9 million. Those savings

represent an 8 percent potential increase in annual profits and, alone, would appear
high enough to warrant consolidation.

However, qualitative considerations are also important. Collectively, the
nonquantifiable issues raise the risks to a level too high to justify full and immediate
consolidation, despite the apparent potential savings. The retail industry has found,
for example, that mergers of this size need teams experienced in managing large
organizational changes. The exchanges do not have personnel experienced in large
mergers. Successful mergers also need a committed, enthusiastic management team,
but many in the Services actively oppose this merger. Moreover, the retail industry

iii PL110RU/MAY 91



expects major changes in the retail environment in the 1990s. Those management
and industry uncertainties, together with the military’s anticipated troop reductions
and base closures, create a high-risk environment for exchange consolidation at this
time. T

However, some of the first steps on the road to consolidation make good
economic sense, whether or not the exchanges actually consolidate. Those steps will
significantly reduce the risks of a full consolidation if one is ultimately undertaken.
With increased management cooperation and coordination, aided by a common chart
of accounts and a standard system of merchandise numbering, the independent
exchange systems could make detailed comparisons of their operations. From those
comparisons, the exchanges could identify and adopt the best contracts, vendors,
buying strategies, and management options. Moreover, the Navy and Marine Corps
exchanges could realize savings by using design and construction services provided
by the Army and Air Force Exchange Service, and by adopting the Army and Air
Force Exchange Service’s food service strategy. The exchanges should also cooperate
on designing an architecture for 2 common information system. We project the
quantifiable savings from these steps to be $3.3 million per year.

Although the actions described are necessary before the exchanges can
consolidate, DoD should not make a decision on consolidation until at least 3 years
have passed. By that time, the integration outlined above should be completed, and
the decision makers will have a much better comparison of exchange operations,
because of the common chart of accounts and standard merchandise numbering
system. They will also have had time to encourage further cooperation among the
Services and possibly to reach consensus on buying and management strategies.
Finally, the extra time will produce a clearer picture of the evolving retail
environment and the effects of base closures and troop drawdowns.

We recommend that DoD establish an Exchange Oversight Board with
regulatory powers to implement some integration of exchange operations. Although
the exchanges would remain independent, the actions that have been described will
increase their net earnings. Additionally, the integration will better position the
exchanges for a full consolidation, should such occur.

iv
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CHAPTER 1
THE EXISTING EXCHANGE SYSTEMS

The Militai'y Services operate three separate military exchange systems: the
Army and Air Force Exchange Service (AAFES) for the Army and the Air Force; the
Navy Resale and Services Support Office (NAVRESSO) for the Navy; and the Morale,
Welfare, and Recreation Support Activity (MWRSPTACT) for the Marine Corps.
Military exchanges originated during the Revolutionary War, when Congress
authorized civilian sales concessions to be established to sell personal use items to
troops. Since then, each system has evolved and grown to the current worldwide
operations, with a combined annual revenue of $9.3 billion and employing over
100,000 people. Although each exchange system satisfies its military patrons with
similar services, the Services differ significantly in the management and operations
strategies they follow to carry out their missions.

The AAFES operates under a highly centralized management. Its
headquarters sets policy; establishes procedures; and provides centralized
information systems, procurement, distribution, engineering, and accounting and
personnel functional support to its stores. NAVRESSO is organized regionally, and
its seven field support offices (FSOs) provide regionalized information systems,
procurement, distribution, and accounting and personnel support to operate Navy
stores. MWRSPTACT is decentralized, with procurement and other support

“functions performed by each store at the installation level.

THE DoD STUDY

The Assistant Secretary of Defense (Force Management and Personnel)
[ASD(FM&P)] initiated a study of the exchange systems in April 1990 in rééponse to
a congressional request that DoD study the feasibility of consolidating its military
exchange systems. The study was to provide an unconstrained baseline assessment
of the three exchange systems and to determine whether savings could be realized by
consolidating them and thus reducing duplicate overhead costs and increasing
operating efficiencies.
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"TABLE 1-1

ANNUAL RECURRING COSTS AND BENEFITS (FROM DoD STUDY)

Total consolidation

($000)
Affected function .
Savings, cost | 4 4gitional
avoidance, new costsa
income :
Marine Corps buyers at store level 6,215
Marine Corps accountants 2,295
Marine Corps headquarters 1,010
NAVRESSO headquarters 27,322
Navy FSOs 42,945
Navy Independent Exchange 2,495
Navy/Marine Corps store staffing _ 13,300
Augmentation of Navy/Marine Corps buyers 9,800
Augmentation of Navy/Marine Corps accountants 10,000
Augmentation of Navy/Marine Corps distribution 34,000 24,300
Augmentation of DCO organization 770
Augmentation of area exchange structure 8,812
Augmentation of headquarters 4,367
Headquarters expense additions 6,401
AAFES IS savings to current Navy/Marine Corps systems 7,309
Food service savings 300
Personal service savings 313
Impact of employee program for Navy/Marine Corps 550
Impact of in-house construction 921
Interest cost for lower inventory turns 3,122
Total 125,125 81,422
Net benefit 43,703
Navy initiatives under separate systems (status quo) (9,100)
Navy and Marine Corps store reductions resulting from 9600
AAFES Store Automation Program (ASAP) !
Net consolidation impact 44,200

Note: IS = Information System.
2 Cost/benefit stated in relation to FY89 operations.
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Recreation (MWR) program is very real. A marginal swing in sales performance
would cancel any consolidation savings and reduce profit dividends to MWR
activities, according to the Navy’s analysis.

Navy officials claimed it takes only a 3.7 percent loss of sales in any year to
destroy the savings the consolidation had hoped to create. NAVRESSO officials
believe that the sales drop resulting from the consolidation will be 12 percent
Permanently, creating a business disruption as the merger takes place. Since the
consolidation might require heavy unfunded front-end investment, according to the
Navy’s calculations, a net profit loss would reduce sailors’ MWR programs in at least
the first 6 years. According to joint Navy and Marine Corps analysis, the merger will
require $104 million in up-front costs and will not break even until the 7th year.

Navy officials claim they can achieve greater savings by implementing
cooperative efforts among the military exchanges rather than a total consolidation.
That cooperative effort includes using common facilities design and construction
ser\fices, joint training development concepts, and a common information system.
They claim that this alternative to consolidation would allow independent exchange
systems to continue and would encourage maximum earnings by internal
streamlining. Under this effort, NAVRESSO plans to reduce its operating costs by
consolidating seven FSOs down to three FSOs. Department of Navy officials claimed
‘they can save $264.6 million over the next 7 years by increasing operating efficiency
through the internal streamlining and implementation of the cooperative efforts.

Major Point of Rebuttal from NAVRESSO and MWRSPTACT Managers

According to the NAVRESSO managers, more than 80 percent of Navy and
Marine Corps exchanges are located in the top 100 metropolitan areas, compared to
57 percent for AAFES exchanges. These metropolitan areas are highly competitive
when compared to rural locations. Under a decentralized management concept, the
managers claim, the Navy and Marine Corps exchanges quickly and effectively
respond to local market conditions by adjusting merchandise assortment, pricing,
services, etc. If AAFES'’s centralized management approach is imposed on the Navy
and Marine Corps exchanges, the Navy does not believe it could respond quickly
enough to rapidly changing market conditions. This alleged loss of marketing
flexibility under the AAFES centralized concept, it believes, would alienate
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The overall group consensus for consolidation was not favorable. In a vote, 7 opposed
the consolidation. All viewed the Service missions as being.too different from each
other to be effectively supported by one agency. They believe that the exchanges
currently satisfy their commands’ mission needs. -

Air Force and Army Responses

The Air Force and the Army concurred with the conclusion and the
recommendations made by the study group. However, both Services believe that the
new consolidated exchange system should remain under the control of the Services
and not OSD. They believe that the new head of a consolidated exchange system
should be responsible to a board of directors appointed by and representing the
Services. Each Military Department should get equal representation, and the
system’s head position should be rotated. The current AAFES governing board
framework could be expanded to include representatives from the Navy and Marine
Corps, should consolidation occur.

LMISTUDY FINDINGS, CONCLUSIONS, AND RECOMMENDATIONS

We performed an independent review of the DoD study’s methodology, findings,
financial analyses, and of the conclusions based upon them. In summary, we found
that the annual savings from consolidation would be $36.6 million, an 8 percent
increase in profits. We believe that those savings, if considered alone, are sufficient
to warrant consolidation. However, we found a number of nonquantifiable issues
that create a risk too high to justify immediate consolidation to achieve those
savings.

In view of our findings and coﬁcluéi&ns, we recommend that the Assistant
Secretary of Defense for Production and Logistics [ASD(P&L)] and the ASD(FM&P)
take the following actions:

® Direct the Services to take the first steps toward a full consolidation of their
military exchange systems. However, a final decision on full consolidation
should not be made until the nonquantifiable risks of consolidation can be
evaluated. Taking the first steps is justified, however, because they make
sound business sense whether or not the exchange systems are eventually
consolidated.

® Delay the final decision on consolidation until at least 3 years have passed.
Postponing a final decision on consolidation until after the first steps are
taken will cost little in time or dollars. After 3 years, the results of those



conclusions (Chapter 3). In Chapter 3, we also suggest a formula for distributing
MWR funds, should consolidation be implemented. We present more detailed
information on the organization of the three exchanges (Appendixz A), programmed
savings claimed by the Services through internal streamlining and cooperation
(Appendix B), a list of attendees at the industry forum (Appendix C), and, finally, a
detailed list of the data and assumptions used in our analysis (Appendix D which is
contained in Volume II).
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CHAPTER 2
ANALYTIC APPROACH AND ISSUES

APPROACH

We retained the basic approach of the DoD study, analyzing the major
functional operations separately to determine the costs and benefits (i.e., savings) of
consolidating each function versus maintaining the status quo. We spent much of our
effort validating the cost estimates presented in the DoD report and the subsequent
DoN rebuttals. We concentrated on the four areas that provide almost all the savings
from a consolidation - business and financial strategy [primarily General and
Administrative (G&A) issues and costs], distribution centers, purchasing and
inventory management, and information systems. Within each of those four major
areas, we studied the detailed supporting calculations and assumptions used to arrive
at the DoD study - and DoN rebuttal - estimates. We made our own independent
judgments on the likelihood of achieving each cost or saving estimate presented to us
and, in some cases, substituted our own estimates.

Many claims of savings in the DoD study and the Navy rebuttal are based on
productivity improvement programs not yet implemented. We gave credit to all of
them (see Appendix B), although not always the full amount claimed. Some of the
claimed savings, for example, were planned Navy and Marine Corps improvements

~ in information systems (ISs), elimination of some Navy regional offices and functions

(FSOs), and increased AAFES store automation.

We met with members of the DoD study team and rebuttal groups for each of
the four areas to obtain backup data to justify the facts and figures used in both cases.
At those meetings, we reviewed the detailed calculations and assumptions and many
of the original source documents. We also used the meetings to discuss the
philosophy and reasoning behind the approach to consolidation or status quo that the
supporting calculations implied. Examples included such things as failure to assume
economies of scale, timing of distribution center and IS changes, and timing and
impact of personnel changes.



and Marine Corps operating with separate systems now in the planning stages. We
included the one-time and conversion costs separately in our cash-flow analysis
(described below).

From the above calculations, we arrived at a validly determined estimate of
annual recurring net savings from consolidation. However, we went further to
analyze the cash flow from a consolidation because the annually recurring savings
are a “steady state” savings and the steady state does not begin until Year 5. Until
that time, savings are lower, and the possibility even exists of having a few years
with negative savings (net costs) because of the one-time conversion and capital
expenditures required to implement the consolidation. After the consolidation is
complete, the annual recurring savings accrue to the organization for some years into
the future. The planning horizons for most companies do not extend beyond 10 years,
and the retail environment is difficult to envision any further ahead than that.
Therefore, our cash flow analysis spans 10 years — 4 years of transition and 6 years
of a fully consolidated operation. We inflated all figures at a conservative 3 percent
annual rate and then discounted future year costs and savings by 10 percent, to
arrive at a net present value of a consohdatlon The results of our financial analysis
are presented in Chapter 3. '

Any business consolidation entails both risks and opportunities. A military
exchange consolidation is no exception, and for that reason, we factored both the risks
and opportunities into our financial analysis. Thus, we present three sets of savings
estimates. The primary set of estimates are our best predictions of the annual
savings and 10-year cash flows from a consolidation. We label these as the “most
- likely” estimates because they are what we expect to happen under a consolidation if
everything internal and external (i.e., the retailing market) goes reasonably
according to plan. To calculate our most likely estimates, we used reasonably

conservative assumptions such as no economies of scale in purchasing, inventory
| management, and G&A resources. The consolidation could very well turn out better
‘than planned. Economies of scale could be realized in several areas, IS hardware
costs could be lower, and conversion disruptions could be minimal. In that case, the
savings would be even greater than projected by our most likely estimates. We
labeled this second set of estimates as “optimistic,” to signify that they are within.
reach if the consolidation works out slightly better than planned and the new
organization can capitalize on the opportunities that a strong unified system might
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further economies of scale might be possible in some other areas, especially
in G&A functions. Although the smaller Marine Corps exchange system
does some cooperative purchasing with the other exchange systems, it still
stands to gain the most from the economies-of-scale savings that a
consolidation would bring. -

The financial statements for all three exchange systems show that all are
operating reasonably well at the store level. The majority of the savings
from consolidation would therefore come from “above the store level.”
Elimination of duplicative G& A costs at the NAVRESSO and MWRSPTACT
regional and central offices would provide the majority of the estimated
savings from a consolidation. Only if a total consolidation takes place can all
duplicative staff, buildings, and equipment be eliminated.

The private retailing sector is exhibiting a clear trend toward centralization
but with more information and decision empowerment at the store level,
facilitated by responsive senior management and appropriate use of
information systems and technology. This management philosophy entails
elimination of middle (e.g., regional office) management staff, functions, and
offices. '

Most companies in fashion merchandising (e.g., department stores) have
both West Coast and East Coast buying organizations. Each is charged with
being responsive to the often-different fashion tastes and preferences of
consumers in the eastern and western parts of the country.

While many mergers in retailing have failed, many others have succeeded.

- Among the reasons for failure have been the heavy debt burdens from

leveraged buyouts, the financial status of one or more of the companies being
marginal prior to the consolidation, and poor and uncommitted management
during the consolidation. '

Sales often dip slightly for a year or two after a merger and tend to rebound
quickly. Careful planning and good merger management can mitigate many
but not all of these problems. : ‘

A successful merger needs a cooperative management effort. Poor
cooperation among the exchange systems could increase the conversion costs
of a merger significantly. The reluctance of the Navy and Marine-Corps to
Participate in the merger is a real factor casting doubt on its probability of
success.

Mergers also need a competent, professional merger-management team to
fully succeed. Large mergers present planning and conversion issues that
differ significantly from normal operational issues, and experience is needed -
to effectively meet the challenges posed by a consolidation.
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CHAPTER 3
ANALYSIS AND CONCLUSIONS

RESULTS OF FINANCIAL ANALYSIS

We discussed the methodology and findings of our financial analysis, in
Chapter 2. We estimated the annual recurring savings from a consolidation — the
“steady state” annual savings that would accrue to the exchange system once the
consolidation is complete. However, planning and ixhplementing the consolidation
actions takes time and would not be complete until the end of Year 4, at which time
the steady state annual savings would accrue. During the transition in
Years 1 through 4, fewer savings occur, for two reasons. First, operational savings
are less, because G&A functions have not yet been fully merged. Second, one-time
conversion costs arise from personnel changes, construction of a new southwest
distribution center, SKU conversions, and conversion to a single IS. During some of
the early years, net costs may be experienced rather than net savings for those two
reasons. Therefore, we also estimated the annual cash flow from a consolidation for a
period of 10 years — 4 years of consolidation and 6 years of steady-state operation —
and discounted that cash flow to arrive at a net present value (NPV) of the
consolidation.

The NPV (i.e., discounted cash flow) analysis requires assumptions on the
timing of the consolidation phases. Figure 3-1 shows the milestones for an immediate
consolidation decision. Although functions such as food concept development and
design and construction can be consolidated very quickly, others such as SKU
conversion and IS consolidation require more time. Completion milestones of the
consolidation activities are shown in the figure, but many of the activities would
occur over a 2- or 3-year period. Such is the case with SKU conversions; development
of a common chart of accounts; and IS, distribution center, and HQ consolidations.
Accordingly, we spread the one-time and conversion costs over 2 to 3 years for those
activities. '

Table 3-1 shows by major category the potential annual savings, or increases in
profit, that would accrue from an immediate consolidation once that consolidation



TABLE 3-1

ANNUAL RECURRING SAVINGS FROM A FULL CONSOLIDATION

(s000)
Savings Costs
Major category
Pessimistic I'i"l‘:ce,l‘; Optimistic Pes;imistic :i::f; Optimistic
G&A (exceptIS): ‘
Eliminate USMC accountants 2,295 2,295 2,295
Eliminate USMC buyers 6.838 6,838 7,315
Eliminate USMC HQ staff 1,010 1,010 1,010
Eliminate Navy HQ staff 28,763 28,763 28,763
Eliminate Navy F50s 42,945 42,945 42,945
Reduce Navy independent exchange 2,495 2,495 2,495
support expenses '
Reduce Navy/USMC personnel services 282 313 344
expenses
Augment AAFES accountants 10,000 9,500 9,000
Augment AAFES buyers 10,780 9,800 8,820
Augment AAFES directors 770 770 770
of CONUS operations
Augment AAFES area exchange 9,253 8,812 4,406
management
Augment other AAFES HQ 3.744 3,566 3,388
HQ consolidation expenses 6,401 6.401 6.401
increased Navy/USMC long-term employee 550 550 550
benefit costs ]
Subtotal 84,628 84,659 85,167 41,498 39,399 33,335
ISs:
NavyAJSMC on AAFES (net) 2,805 3.302 4,285
Navy/USMC store staff reductions from 5,900 6,800 9,600
ASAP
Subtotal 8,705 10,102 13,885
Distribution: :
Eliminate Navy/USMC distribution 22324 23,500 23,956
Augment AAFES distribution 27.200 16,900 12,250
Additional inventory costs 3.122 2,571 2,204
Subtotal 22,324 - 23,500 23,956 30,322 19,471 14,454
Design and construction: :
Navy/USMC use AAFES fadility design and 1,968 2,987 3,868
construction
Subtotal 1,968 2,987 3,868
Direct:
Food services operations 270 300 330
Augment Navy/USMC store staffing 13,300 7.400 2,204
Subtotal 270 300 330 13,300 7,400 2,204
Navy/USMC status quo initiatives: 10,300 5.150 0
Total 117,895 121,548 127,206 95.420 71,420 49,993
Net savings before GRA adjustment 22,475 50,128 77,213
Less overstated G3A savings 21,565 13,578 0
Net savings 901 36.550 77.213

Note: USMC = U.S. Marine Corps.
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TABLE 3-2

CASH FLOW AND NET PRESENT VALUE OF BENEFITS/(COSTS)
FROM AN IMMEDIATE DECISION TO CONSOLIDATE (Continued) -

(FY89 $000)
Year?7 Year8 Year9 Year 10
ttem -
Pess. | ML. | Opt. | Pess. | ML | Opt. | Pess. | ML. | Opt. | Pess. | ML. | Opt.
Steady-state annual 910 }36,550{77,213( 910 {36,550{77,213| 910 [36,550|77,213| 910 }36,550{77.,213
savings

- Personnel relocation
Severance pay
Unemployment compensa-

tion
Additional office equip-
ment
Training
Personnel
Travel
FSO building/equipment
excessing :
Planning
Food concept development
Transfer of distribution
Design and construction
ISs:
Navy :
Marine Corps
Customer alienation
G&A merger turbulence

Total benefit/{cost) 910 |36,550(77.213| 910 |36,550{77,213| 910 |36,550)77,213] 910 |36,550(77.213

that these savings could be achieved without issuing high-yield bonds, otherwise
going into debt, or using large cash reserves. No increased equity or debt investment
is required to achieve these savings, only 3 years of slightly smaller profits.

As explained in Chapter 2, the savings estimates we refer to as most likely are
what we would reasonably expect to realize from a consolidation with prudent
assumptions regarding conversion disruptions and anticipated savings from
combining G&A functions. The optimistic savings estimates are attainable if the
Services cooperate fully, and management keeps conversion disruptions, costs, and
customer alienation to a minimum. The pessimistic savings estimates are highly
pessimistic, and represent the extreme case of non-cooperation, poor planning, poor
merger management, and extreme customer alienation. Even in the worst scenario,



We have also added a penalty to account for the risk that projected G&A savings
for the consolidation may be overstated. Venture capitalists have found that G&A
savings never fully materialize after a large merger no matter how carefully they are
projected. We therefore reduced projected G&A savings by 50 percent in the
pessimistic scenario and by 30 percent in the most likely scenario.

For large mergers, the private sector finds that it needs an experienced merger
team. Its experience also shows that even with such a team, a pessimistic, rather
than a most likely or optimistic result is possible. AAFES has little experience with
large mergers. Although it recently completed a successful merger of all the military
Class VI (package) stores worldwide, AAFES does nct have an internal staff with the
experience needed in the scale of a merger that would occur under a total exchange
consolidation. Although the risks of merger inexperience are impossible to quantify,
to be conservative in our analysis we added a penalty of another 25 percent of the
projected G&A costs for Years 3 and 4 of the merger.

The industry forum was unanimous in its belief that the full support of the
merger participants is needed for a consolidation to succeed. However, the Navy and
the Marine Corps are currently opposed to total consolidation and that opposition
constitutes a real risk to the relative success of the venture. The risks from a
reluctant or uncooperative management structure are that it would introduce delays
and lead to decisions that would increase consolidation costs or reduce profit
‘opportunities. We made no attempt to quantify such real but vague costs.

~ On the positive side, we find no evidence to suggest that this merger would be
any more difficult than a retail merger of similar size in the private sector. The
military exchanges share the same narrowly defined basic market: Service persons.
About 80 percent of the merchandise of the exchange systems is already common, the
systems have extensive knowledge about each others’ finances and business
processes, and the systems do have some previous experience in joint ventures and
consolidations. -

Neither we nor most of the attendees of the industry forum see the loss of
competition among the exchanges as a significant risk. The retailing literature,
consultants, and industry representatives suggest that, during the 1990s, the real
competition will come from outside the gate; the exchanges should be less concerned
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systems, and greater automation strategies are being tried. It is unclear how these
evolving strategies will affect the retail market and especially how they will affect
‘military exchanges.

A GRADUAL APPROACH TO CONSOLIDATION: ACHIEVING THE BENEFITS WITH
LOWER RISK

The issues we have presented that cannot be quantified raise the risk for a
consolidation to a high level. The expected annual return and the NPV, although
significant, are not high enough to risk the consolidation in the current environment
and with the current degree of uncertainty. An ideal compromise would be to follow a
course that would provide most of the potential benefits of an immediate
consolidation and would do so with a much lower degree of risk. We suggest an
approach that will produce such an outcome.

We can show that the early steps toward a consolidation make good sense for
the exchange systems whether or not they are consolidated. Moreover, those steps
can be taken before an irrevocable decision for consolidation is made. The outcome of
those early steps, together with a more settled retailing environment, will provide
information and a perspective that will drastically lower the current level of risk.
Under this scenario, DoD would not make final commitment for consolidation until at
least the end of Year 3 of the process. This approach, however, is not without cost. By
delaying the final decision, DoD introduces a delay in the groundwork necessary to
consolidate the exchange systems’ ISs. The delay may also warrant a change in the
consolidated IS strategy. In the following subsections, we dxscuss the advantages and
costs of this gradual approach to consolidation.

Mandated Cooperation

As the first step in a consolidation plan, DoD would have to establish a board to
~manage the plan and facilitate coordination and cooperation of the Services. That
level of cooperation, however, will be beneficial even without a consohdahon plan, as
was shown during the original DoD study. During that study, the intense interaction
and sharing of ideas among the Services created policy changes even as the study
progressed. For example, the Navy now has a plan to reduce the number of its
exchange accountant positions and is proposing to reduce the number of its field
support offices from seven to three. Appendix B summarizes the savings from
unilateral improvements each exchange system has claimed either as existing
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from the concepts. A whole range of further cooperation could ensue if AAFES were
to provide the training and implementation management needed to make the
concepts operational and the Navy and the Marine Corps were to operate them as
franchises. The level of cooperation would depend on how widely the Navy and the
Marine Corps chose to implement the AAFES concepts. From the results of initial
surveys, AAFES believes that introducing all of its food franchising concepts on all
Navy and Marine Corps installations could produce additional profits of $10 million
per year. However, that amount is highly dependent on overall Navy and Marine
Corps food service policies, such as how the exchanges would compete with the clubs.
Thus, the AAFES figure was not included in the projected annual benefits of
consolidation. Whatever the degree of cooperation, the exchange oversight board
should mediate the level of reimbursement AAFES should receive for its support.
Those funds, although transferred from one exchange system to another, will remain
within DoD and go toward the MWR fund.

Standardizing Storeskeeping Units

The benefits of a common set of SKUs for the three exchanges are not as easy to
quantify as those of the design and construction and the food franchising initiatives.
SKUs are the units of measure and identification for ordering and controlling a
retailer’s stock. A common SKU base would be essential before implementing an IS
for a consolidated exchange system. If the exchange systems remain independent,
however, some indirect benefits may be realized. Having a common set of SKUs
would allow more and easier comparisons among the exchange systems to identify
vendors, contracts, and systems that are especially profitable. It would certainly
facilitate coordination and cooperation among the exchange systems. Quantifying
the increased revenues from those benefits, however, is beyond the scope of this
analysis of the DoD study. -

Creating a Sfandard Chart of Accounts

A standard chart of accounts is essential for a consolidated exchange system.
Like SKUs, its use would also offer indirect benefits independent of consolidation
although they, too, would be hard to quantify. Even if the exchange systems remain
independent, a common chart of accounts would allow the Services to compare their
operations regularly and in detail and would provide invaluable insights.

- Management could compare buying, distribution, and sales strategies to capitalize on
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common set of consistent platforms that could facilitate a smooth transition to full
consolidation.

The cost of developing a new IS architecture to handle .all three exchange
management strategies and merchandise line items would be about $5 million, a cost
that would provide no added value unless it increased sales or reduced costs. For
example, it could be developed before the consolidation of distribution centers
recommended in the DoD study. Then, if the distribution centers, the ISs, the design
and construction functions, and the food franchising development were all
consolidated, the eventual steady-state annual savings would be an estimated
$14.9 million and the NPV savings would be $72.6 million. Those savings are
considerably lower than the savings expected from immediate, full consolidation
because 70 percent of the expected savings from full consolidation come from the
eliminating headquarters, buyers, and field support office functions. Without full
consolidation, the value added from a consolidated IS is not worth the cost.

However, we neither assert nor imply that developing a common IS architecture
during the 3 years before a consolidation decision would be fruitless. The
coordination required for the development and the information derived from it would
be of great value to the decision makers. If the exchange systems remain
independent, the research and development needed for a common, state-of-the-art IS
might be of some help to them when they develop their own next generations of ISs,
but unless full consolidation were to be approved, the cost of developing a common IS
architecture would essentially be lost.

A distinction must be made between developing a common IS architecture for
the exchange systems, as discussed here, and the DoD’s recommended approach of
using AAFES’s existing IS for the Navy and Marine Corps exchange systems. If the
AAFES IS were to be used, the Navy and Marine Corps would have to adopt the
AAFES centralized buymg and other management strategies. We concur with the
DoD’s conclusion that to try and adapt the AAFES IS to handle the current strategies
of the Navy and Marine Corps exchange systems would be unworkable. A common IS
architecture still implies separate hardware, software, and operating personnel.
However, the three systems would be compatible in case of a future consolidation of
headquarters, G&A, and buying functions.

3-13



TABLE 3-4

COMPARISON OF SAVINGS

(S million)

Integration followed by
consolidation

Integration without
consolidation

N Most o NP Most s
Pessimistic likely Optimistic | Pessimistic likely Optimistic
Steady-state annual 0.9 36.6 77.2 2.2 3.3 4.2
savings
NPV (30.1) 81.2 202.1 4.6 12.0. 18.1

Food concept
development
adopted

-

Design and
construction
consolidated

Oversight board
established

Common
SKUs
adopted

developed

accounts
established

Common chart of

HQ consolidated

consolidated

Distribution
centers
combined

o
-

Year

3

(Decision point) 4 ]

FIG. 3-2. MILESTONES FOR A DELAYED DECISION
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across-the-board decisions in the retailing environment could quickly and drastically
reduce profits. Such decisions for a profit-making organization should be business
decisions and should be tailored and timed according to market conditions to
minimize the impact on profits. Another advantage of a voting board is that it would
maintain for the Services a measure of control over the strategic decisions that
directly affect their exchanges. The chair could rotate among the Services and the
OSD members. The AAFES governing board could be used as a model for an
oversight board structured along these lines.

An alternative oversight board structure is to have an ASD(FM&P)
representative as a permanent chairperson with two members from each Service
acting as advisors to him or her. This structure would be closer to a Defense Agency
form of management structure. The Services would still be able to influence the
decision making although not through a formal vote. The AAFES board seldom takes
a formal vote on policy issues, preferring to reach agreement by consensus, indicating
that the vote itself may not be crucial. Moreover, having an OSD representative as a
Permanent chair recognizes the responsibility OSD has for oversight of the operation
of the military exchange systems.

A third altemative for the oversight board is to structure it as a voting body of
Services’ representatives whose chairperson reports to the ASD(FM&P). Each
Service could have three voting members and the chair of the board could rotate
among the Services, but decisions would have to be approved by the ASD(FM&P).
‘This alternative recognizes OSD’s responsibility for the exchange systems but gives
the Services more control over policy than if they were in strictly an advisory

capacity.
Oversight Board Agenda

Whatever the configuration of the oversight board, it should be given a specific
agenda for action. The issues discussed in this report should be part of that agenda: a
continuation of the idea sharing and search for opportunities for mutual benefit that
were sent into high gear by the scrutiny of the DoD study; a common chart of
accounts within 3 years; a standard list of exchange SKUs within 2 years; a
consolidated exchange design and construction organization; the transfer of the
AAFES food concept to the Navy and Marine Corps; the design of a common IS
architecture in case full exchange consolidation is later adopted; and a review of the
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add to exchange earnings. Many exchanges at remote Army and Air Force
installations, on the other hand, are kept open at a loss to provide a vital service to
the Service member. Distributing MWR subsidies on the basis of total Service
exchange earnings might tempt the Services to cut back unprofitable exchange
services and locations to the detriment of the Service member. Moreover, the Navy
could counter-argue that the Army and Air Force have more overseas exchanges,
which are usually more profitable than their U.S. counterparts. Finally, distributing
MWR subsidies according to exchange earnings does not relate the subsidies to the
need, which is more closely related to the size of the Services’ active duty populations.

An alternative is to distribute the available MWR subsidies on the basis of the
square footage of exchange space in each Service. That criterion would address the
problem of the different profit-earning potentials of each Service’s stores and avoid
the temptation to cut back on services to unprofitable locations. However, it would
now increase the Services lobbying to build stores, some of which may not be needed,
to garner a larger proportion of the MWR pie.

A third alternative is to distribute the MWR subsidies based simply on the
relative sizes of the Services’ active duty populations. This method is used by AAFES
for MWR distribution between the Army and Air Force. It is simple and adopts the
fairly safe assumption that there is a correlation between active duty population and
MWR need. For the Navy and Marine Corps to fall under this distribution method,
however, a minor adjustment is called for. Allowances should be made for the normal
percentages of sailors and marines at sea at any one time. For example, on average,
8 to.10 percent of the Navy’s active duty population is at sea. Aboard ship, MWR is
provided from appropriated funds and not from exchange profits. Therefore, only
92 percent of the Navy’s active duty population should be used in calculating the
Navy’s share of the exchange’s MWR subsidies.

This last method of MWR subsidy distribution is simple to administer, relates
subsidy to need, and provides few opportunities to distort the system to gain MWR
share. Moreover, it has been tried and tested and has been successfully used by
AAVES for many years.
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APPENDIX A
MILITARY EXCHANGE ORGANIZATIONS

ARMY AND AIR FORCE EXCHANGE SERVICE

The Army and Air Force Exchange Service (AAFES) organizational structur
unique in that its command and control are integrated through a governing bos
The commanding officer, who holds a rank of major general, is responsible to a
member board of directors. This board is established by the Secretaries of the 1
Services through their respective chiefs of staff and is generally constituted
provide equal Army and Air Force representation. This board is composed of
following members: ‘

Comptroller of the Army

Comptroller of the Air Force

Commander, U.S. Army Community and Family Support Center
Chairman, AAFES, Europe Council

Chairman, AAFES, Pacific Council

Commander, AAFES

Sergeant Major of the Army

Chief Master Sergeant of the Air Force

A general officer designated by the Chief of Engineers, Department of - -
Army ‘

Deputy Auditor General of the Air Force Audit Agency

Director, Transportation Energy and Troop Support, Office of the‘ Dep
Chief of Staff for Logistics, Department of the Army

Assistant Deputy Chief of Staff/Personnel for Military Personr
Department of the Air Force



Operation of Navy exchanges at installation level falls under the command of
the local commanding officer. The base commander writes the primary fitness report
for the officer in charge of the Navy exchange and the secondary rating official is the
commander of the cognizant FSO. Base commanders have the authority to review
and approve budget requirements, organizational changes, and the types of business
or services to be provided.

MARINE CORPS EXCHANGE SYSTEM

The Marine Corps exchange system differs substantially from the other
systems. The Marine Corps has integrated its resale program with a full range of
morale, welfare, and recreation (MWR) activities. This consolidated MWR system'is
operated under the Director, Morale, Welfare, and Recreation Support Activity
(MWRSPTACT), Manpower Department, Headquarters, U.S. Marine Corps.

The MWRSPTACT director issues general policy and guidance concerning
MWR activities but its execution is totaliy decentralized. Responsibility for
administration, management, and operation of field activities lies with the
installation commander. At the installation level, the exchange manager reports to
the MWR director, who in turn reports to the installation commander. Any problems
of a technical or policy nature are surfaced to the headquarters MWRSPTACT.

Each Marine Corps exchange has its own buying staff and most procurement is
made by the store level buyers. Having Marine Corps exchange buyers at the store
level has allowed a greater flexibility and independence for each exchange to react
and adjust to unique marketing opportunities.
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APPENDIX B

PROGRAMMED SAVINGS THROUGH INTERNAL STREAMLINING
AND COOPERATIVE EFFORTS

The three Military Department exchange systems have programmed initiatives
for cost reductions which were accepted by the DoD study group at face value. After
the DoD study was published, the Navy and Marine Corps presented new programs
that were expected to save almost as much as the savings from the consolidation
recommended by the DoD study. This appendix summarizes those savings.

Table B-1 presents the savings claimed by the Navy and Marine Corps in
summary form and in each category in it is detailed in Tables B-2, B-3, and B-4.
Table B-5 summarizes the savings the DoD study had credited to existing Army and
Air Force Exchange Service (AAFES) initiatives.

TABLE B-1

SUMMARY OF SAVINGS CLAIMED FOR NAVY AND MARINE CORPS INITIATIVES
(FY89 $ millions)

Fiscal year lati
Savings area g Cuntl:tgltwe
92 93 94 95 96 97 98
Navy exchange 7.0 12.0 17.0 22.0 22.0 29.0 29.0 138.0
internal stream-
lining
Marine Corps 5.1 . 103 10.8 11 1.1 11.1 114 70.6
exchange internal
streamlining
Navy and Marine 7.0 7.0 84 - 8.4 84 8.4 8.4 56.0
Corps exchanges’
cooperative
efforts
Total alternative 19.1 293 36.2 a1s 415 485 48s 264.6
savings . . . . . X
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TABLE B-4

NAVY AND MARINE CORPS EXCHANGES’ COOPERATIVE EFFORTS

Anticipated annual

Potential savings area savings
($000)

Facility design and construction 900
Reduced expenses and added profit from faster
implementation

IS hardware/software 200
Avoids FAR and Brooks Act

Data communication networks 200
Avoid duplicating networks in areas where both have
operations ' -

Off-shore procurement 500
Avoids duplicative staffs and offices

‘Captive self-insurance cooperative 4,000
Avoids premiums for excess liability coverage (property/
casualty/liability) and frees up assets currently restricted
for general corporate purposes

Overseas pay telephone program 2,000
Piggyback on AAFES’ Call America contract

Employee training 600
Avoids duplicative training programs and staffs

Total 8,400

Note: FAR = Federal Acquisition Regulation.
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APPENDIX C
LIST OF INDUSTRY FORUM ATTENDEES

H. Lynn Hazlett, Vice President for Business Systems, Vanity Fair Corporation
Robert Kahn, Publisher of Retail Today, and Wal-Mart director

Walter F. Loeb, Retail Cdnsultant and Publisher of The Loeb Retail Letter
Bradley T. MacDonalci; Chief Financial Officer, Begley Drug Co.

Rip Rowa_n, Vice President, Armed Forces Marketing Council

Tim Smith, Capital South West

Richard Steinberg, President, Armed Forces Marketing Council

Richard Tessier, Vice President, American Logistics Association
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PREFACE

The Department of Defense Study of
Military Commissaries was initiated Mar 31,

1989 by the Deputy Assistant Secretary of

Defense (Resource Management & Support),
Mr. David J. Berteau. The study responds to
a Congressional request that military
commissaries be = thoroughly and
comprehensively analyzed. The study was to
conduct an unrestrained baseline reassessment
to be used to reduce the systems’ dependence
on appropriations and in-the development of

policies that will move the commissary system .

forward in an orderly and consistent manner
into the next century. This study is submitted
to fulfill this requirement. '

The study organization included a steering
group chaired by Lieutenant General Donald
W. Jones, Deputy Assistant Secretary of
Defense (Military Manpower & Personnel
Policy) with Deputy Assistant Secretary and
flag/general officer representation from the

A DOD STUDY OF MILITARY COMMISSARIES =

Office of the Secretary of Defense and the
Military Departments. The steering group
received assistance from a Technical Advisory
Group composed of the four commissary
system commanders. The steering group
provided executive direction to a study staff
composed of representatives from the
Services’s headquarters staffs, the commissary
systems, and technical support agencies such as
the Defense Personnel Support Center, Army
and Air Force Exchange Service and Military
Traffic Management Command. This structure
brought together the most knowledgeable
individuals in these organizations under a
single oversight body and provided an effective
way to approach and resolve the complex
issues under review. The study group sought
and received input from industry trade groups,
commissary field activities, commissary support
activities and various grocery industry
corporations. The review took place between
April and September 1989.
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Chapter 1
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EXECUTIVE SUMMARY

BASIS FOR SUBMISSION

- - This report on the Department of
Defense Commissary System is submitted
in response to the request of the
Honorable @ Marvin Leath (D-TX),
Chairman of the Morale, Welfare and
Recreation Panel,
Readiness, Committee on Armed Services,
United States House of Representatives.
The request to the Department of Defense
was transmitted in a 2 March 1989 letter
from Congressman Leath to Lieutenant
General Donald W. Jones, Deputy
Assistant Secretary of Defense (Military
Manpower & Personnel Policy). . This
letter, attached as appendix A, led to the
creation of the Jones Commission, the

. functions.

Subcommittee on

composite "team" representing the full
spectrum of the Department’s commissary
The Jones Commission staff
prepared this macro, conceptual report
with input from a steering group of senior
military and civilian leaders and a technical
review group of commissary systems
commanders. All cost projections are based
on estimates developed by the commission

staff. 7 :

This report is organized into the
following chapters:

e Chapter 1 summarizes the report and
provides the basis for submission.
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Chapter 2 provides a history of the
commissary, an analysis of each of the
Service’s commissary systems, and the
military wholesale support role.

- ® Chapter 3 discusses the civilian grocery
industry and the outlook for the future.

e Chapter 4 examines the commissary
patron.

® Chapter 5 discusses the business, financial
and organizational strategies of the
commissary system.

e Chapter 6 focuses on the operation of a
commissary store.

o Chaptef 7 defines a short range product
distribution strategy.

A DOD STUDY OF MILITARY COMMISSARIES =

® Chapter 8 outlines a method of achieving
standardization of engineering policies and
procedures. '

® Chapter 9 analyzes the various segments
of manpower and personnel management.

® Chapter 10 discusses present and future
information management requirements.

® Chapter 11 proposes an organization to
transition military commissaries into the
next century.

e Finally, there are several appendices
showing, among other things, cost data
elements for information management and
contract distribution, ship sailings to
support overseas commissaries, and other
supporting documentation.

STUDY OBJECTIVE

The study mission was to provide an

- unrestrained baseline reassessment of the

- Department of Defense Commissary System
in consultation with industry. The objective
. was to increase efficiency, reduce dependence
on appropriations, and recommend policies
that would move the system forward in an
orderly and consistent manner into the 1990s

and beyond. Options for ensuring a viable

commissary program while protecting the
commissary benefit were to be pursued.
All actions were to be accomplished in light
of the projected demand for services, the
patron . base, and the resourcing
methodology needed to provide a
satisfactory program. ’

MISSION

Commissaries, as an institutional economic
benefit of military service providing noncash
compensation to military personnel, sell
groceries and authorized household supplies at

the lowest practical price. Commissaries will
be operated in facilities and under standards
similar to those of commercial food stores,
foster and maintain a sense of military
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community relationship among military
personnel and their families, and contribute to
a sense of confidlence among military
personnel that their families are cared for by
the military institution when military service
requires their absence from their families, in

A DOD STUDY OF MILITARY COMMISSARIES ==

peace and war. Additionally, commissaries
will provide a peacetime training environment
for food supply logisticians needed in
wartime. The intent is to provide this
support when a member is in a full
compensation status. (DoD 1330.17-R)

/

FINDINGS

The report shows that the commissary
system has been very successful in meeting the
needs of the patron. This is evidenced by a
tremendous growth in sales over the last ten

~years with a commensurate improvement in

“in the mission statement.

facilities and equipment. The outlook for the
future is not as bright.

The demographics point to a continuing
shift in the military from single Service
members to married Service members with
working spouses. The military will also
experience a shrinking labor  pool
simultaneously with increasing requirements for
a more technical work force. Retention will
be the key to the success of the military.

Quality of life and morale are key
retention issues. The Commissary benefit has
traditionally been the most important non-pay

benefit next to medical care, and it is a

significant contributor to retention. If this
benefit is to be fully exploited, commissary
levels of support must continue to meet the
demands of the military community as defined
An increase in
service, however, requires additional revenue.
The source of this revenue has traditionally
been through the appropriation process, but
future budgets in the government are very
likely to be smaller, not bigger. Based on this

reality, additional funding from appropriations
becomes an unrealistic expectation. - The
commission found, however, that industry has
experienced many of the same revenue
constraints currently facing the military
commissary system. Successful companies in
the grocery industry have maintained profit
levels and market share by improving
productivity rather than increasing selling
prices. The commission focused on the
commercial grocery industry’s most successful
organizations, policies and procedures for
potential application to military commissaries.

The recommendations of the report reflect
this philosophy. The military commissary
system is not drastically different from the

commercial grocery industry, although in many
areas a sense of "uniqueness" prevails in the

military.  This is found throughout the
commissary - system in areas such " ‘as
information management, distribution -and
organization. If the commissary system is to
be successful in the future, it will have to
adopt the successful practices of the grocery
industry, and use prevailing commercial state
of the art equipment and practices--"off-the-
shelf'. This study focuses on this philosophy

~ and details how increased service levels can be

offered to without

appropriations.

patrons increasing
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MAJOR CONCLUSIONS

Generally, the commissary system has been
successful in meeting its assigned mission;
however, the operational philosophy and
associated levels of service provided by the
respective commissary stores are not uniformly

consistent in each of the four service systems.

The system also faces numerous challenges in
the near and long term that will affect the
ability of the system to successfully achieve
-mission accomplishment.

Military members, regardless of service,
~ ‘are entitled to the commissary benefit in lieu
of compensation that would otherwise have to
be paid. This compensation, as depicted in
Chapter 5 of this report, is estimated to be
$1.7 billion annually. The net annual savings
from providing the commissary benefit in lieu
of compensation to members is just under one
billion dollars.

All military members are entitled to the
same level of commissary service regardless of

which service operates the specific commissary

store. Current practices among the services
" preclude this uniform exercise of the benefit.
Since the commissary benefit is in lieu of
compensation that would otherwise be paid,
military members not receiving equitable
commissary service are being disadvantaged.
This trend can be reversed by developing a
cost effective, responsive organization but left
unchanged, the success of the commissary in
meeting customer expectations will require
more and more resources to meet the growing
demand for service, extended hours, and
facility improvements. This will occur at a
time when fiscal resources are becoming more
constrained.

With this constrained fiscal posture as a
backdrop, the commission conducted an
extensive review of the operations of each of
the four individual services’ commissary
systems. The review found many of the
functions currently being performed to be
labor intensive, redundant, and often no longer
performed in the commercial grocery industry.
Some functions, however, were driven by the
organizational configuration of the current
commissary systems and thus determined to be
difficult to eliminate without restructuring.
Central distribution is one example of a
process widely used in the private sector but
difficult to implement in military commissaries
due to the current organizational structure.

Many other recommendations were
identified but the greatest potential for
improvement revolves around two major
issues: consolidation of the commissary systems
and central distribution and its associated
efficiency savings. For instance, a consolidated
commissary system with central distribution can
yield a net $93.3 million in annual savings to
the taxpayer while providing needed improved
patron service levels. When treated singularly,
central distribution and its associated efficiency
savings have the potential to save a net $44.0
million. The following are brief summaries of
the alternatives.

CONSOLIDATED COMMISSARY
SYSTEM

Consolidating the four separate service
commissary organizations into one joint service
organization eliminates the need for
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redundant, coexisting management layers and
automatically creates uniformity through
singular policy direction. This centralized
direction and policy formulation produces a
greater potential for uniform standards of
performance. In the commissary arena, this
translates into a more uniform entitlement
through equitable
commissary patrons.

Consolidating the separate systems also -

provides an organization that mirrors a

commercial grocery chain and creates a -

platform for using off-the-shelf proven,
industry equipment
automate many of the manual processes

“currently used within the various systems.

Streamlining current procedures can achieve
savings of $83.5 million from bill paying,
accounting and warehousing. Table 1-1
outlines these potential savings. - The
commission developed a model organization
patterned after private
encompassing the same number of
management layers currently found in each
of the service unique commissary systems;
e.g., districts, regions, and central
headquarters. The structure is based upon a
philosophy of central control and oversight
with decentralized management execution.
This model organization is more cost
effective as it operates with 1449 fewer
spaces than currently utilized by the separate
systems. Figure 1-1 outlines how these

-spaces are allocated to achieve an additional

saving of $49.3 million. The combined
savings of $132.8 million, offset with $39.5
million to improve service levels, provides a
net $93.3 million saving to the taxpayer.

The new systeni, however, will have some
startup costs. In Chapter 11, $30 million is

levels of service to

and procedures to

industry but:

A DOD STUDY OF MILITARY COMMISSARIES ==

projected as the cost of purchasing a new
computer system to operate central
distribution and the management function.
This system can be procured with trust
revolving funds if required. If real estate
currently occupied by the separate systems is
used, no new brick and mortar will be
required to house various central and
intermediate level management headquarters.
A transition . plan to implement a
consolidated commissary system is discussed
in Chapter 5. The proposed organization is
at Figure 1-2.

Personnel costs to cover permanent
change of station (PCS) and severance pay
are the only identified major expenditure
needed to transition to a consolidated
organization. = Locating headquarters at
existing sites not only will save facility

‘expenditures but this approach will also save

personnel  costs. These costs were
determined by developing a model of
possible headquarters locations and then
arraying costs associated with moving
personnel to fill the projected authorizations
at these sites. Using this scenario, personnel
transition costs, including transition team
temporary duty costs, were estimated to be
$6.6 million. '

Consolidation is a cost effective and
efficient proposal but it is not without

. drawbacks. One major concern is that when

commissary sales are indexed to industry
margins, consolidation of the separate
commissary systems will create the sixth
largest grocery chain in the United States
and thus provide an inviting target for the
anti-government lobby. The problem is not

insurmountable but needs to be recognized

as an issue.
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Utilization by function

(in FTE)
Spaces Location Army ~ Air Force Navy Marines Total
Control 1095 592 62 0 1749
" Region voucher exam 100 0* 49 7 156
Warehouse/Receiving 1218 1172 239 - 31 2660
Total--4565
Analysis
Total spacesused ........... 4565
Manning retained ............ 1142
- (25% of total spaces)
Cost avoidance in spaces ....... 3423
(75% of total spaces)
Cost avoidance in § ....... e $78,729,000
(@ $23,000 = 1 FTE )
* Air Force indirect cost
for bill paying ....... $6,301,152
Air Force avoidance .................... $4,725.864
(reduced by 75%)
TOTAL COST AVOIDANCE ...... “eeenses $83.454.864

Table 1-1. Organizational cost avoidance potential of central distribution procedures
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CURRENT HQ MANNING SPACES SPACES
-HEADQUARTERS 759 |
-INTERMEDIATE LEVEL 2228

'SUBTOTAL | 2987
-LESS: CDC OFFSET o

(SEE-TBL 1-1) ++318

TOTAL | 2669

PROPOSED HQ MANNING - -~
-HEADQUARTERS 300
-REGIONS 700
-DISTRICTS 220

TOTAL 1220

SPACES AVOIDED 1449

COST AVOIDED $49.3 MILLION

- ($34000 = 1 FTE)

++75% of NAVY/MARINE CDC (268); VOUCHER EXAM (156) .

Figure 1-1. Cost avoidance through system consolidation

On the other hand, consolidation can
create a much more efficient organization by
reducing headquarters and region overhead
by approximately 50%. The proposed system
can save appropriated funds while improving
patron support to a level higher than any
service can provide individually. It can also

- standardize the organization, procedures and

distribution methods and thus allow
commercial industry practices to be
integrated directly into commissary
operations.  Finally, consolidation will

provide a platform to evolve the commissary
system into the next century.

CENTRAL DISTRIBUTION WITHOUT
CONSOLIDATION

As an alternative to total commissary
consolidation, unification of specific functions
such as central distribution and bill paying is
another option. There are numerous
redundant functions, within specific geographic
areas, common to each of the services that
could be eliminated to make resources
available to meet other priorities if a joint
effort was pursued. The greatest potential for
centralizing existing commissary functions are
in the areas of procurement, supply,
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accounting, bill paying and distribution of
‘resale products.

Central Distribution, although not currently
used in either the Army or the Air Force
systems, is the most cost effective concept
available in the industry and is the primary
distribution method used by all major grocery
chains. . Central distribution can reduce
redundant warehousing functions currently

performed at military commissaries worldwide -

and provide a platform for central bill paying
and product buying. The current decentralized

. bill paying and ordering functions require over

- 1900 manpower authorizations systems-wide.
~Savings of $83.5 million from bill paying,
accounting and warehousing can be achieved
and are outlined in Table 1-1. Follow-on
automation and electronic data interchange
can provide a state-of-the-art, labor efficient
operation to minimize the appropriated fund
- support to commissaries, a critical issue during
the current budget crisis. If this alternative
was selected as a course of action, an
implementation team at DOD level would be
organized to develop and execute a transition
plan.

- ~Appointing an executive agent for central
distribution in a specific region or with
CONUS wide responsibility and requiring each
service to provide a long term commitment to
use the distribution system has the potential to
produce significant efficiencies. In theory, a
consolidated DOD system is not a requirement
when establishing central distribution and an
executive agent could be made responsible for
the mission. In practice, without consolidation,
it will be extremely difficult to overcome the
barriers in supporting four different
commissary systems with one central
distribution network. Each service currently

has a different accounting system and a
different "above-store level" automated system. -
Bill paying is also different, with the Air Force
paying at installation, the Army and Marine
Corps paying at region and the Navy paying at
its NAVRESSO Headquarters.

If one service was made executive agent
for central distribution CONUS wide or in a
particular region, another, probably different,
accounting system would have to be set up to
manage the transfer of product accountability
from the central distribution center (CDC) to
the store, since two different accountable
officers would be involved. The store would
have to maintain a large number of receivers
to insure merchandise accountability was

properly transferred and it would be difficult

to automate this procedure.

A fully integrated, consolidated system
eliminates this problem. Since the region
commander/director is accountable for
inventory in both the CDC and the store, an

elaborate store receiving procedure is not

required. This procedure has been pioneered
in the private sector and provides a medium
for automating the receiving function and thus,
eliminating the majority of receiving positions.
Under this system, the region
commander/director has geographic

responsibility for all distribution, comptroller -
~and retail functions in his region and is the

single point of contact for all commissary
related issues. A consolidated system, unlike
the current system or the proposed executive
agency CDC system, provides the region
commander/director with the authority and
responsibility to insure success.

Central Distribution and its associated labor
efficiencies proposes savings of $83.5 million to
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be offset with $39.5 million to improve
service levels and provides a net $44 million
saving to the taxpayer. The estimated net
$44 million in savings attributed to central
distribution and its associated efficiency
savings will be difficult to realize without
complete consolidation. Given the increased
degree of difficulty in operating central
distribution and bill paying without
consolidation and the probability that the ..
entire spectrum of savings may not -
materialize, central distribution without
consolidation is not the optimum course of
action.

SUMMARY OF ALTERNATIVES .

The commission has identified two major
alternatives to move the existing commissary

A DOD STUDY OF MILI TARY COMMISSARIES ==

system toward greater uniformity and
efficiency. One proposes the total
consolidation of the four service-unique

_commissary commands into a single integrated

joint command responsible to a board of
directors comprised of DOD and service
executives. Implementation of this alternative
would produce annual net savings of $93.3

- million with the potential for follow-on
innovations and efficiencies. The other would

create ‘joint centralized distribution centers
operated by a designated service as an
executive agent for a designated region(s).
Potential annual savings of $44 million have
been identified by implementing this
alternative, but the report also identifies that
this alternative will not produce the greatest
potential savings, or necessarily produce
greater uniformity nor improvement in service
levels without major organizational changes.

BOARD OF DIRECTORS

l

COMMANDER
DEFENSE COMMISSARY SYSTEM

l l |

l il l

SOUTHEAST| INORTHEAST | |SOUTHWEST
REGION REGION ‘REGION

MIDWEST
REQION

FARWEST | INORTHWEST| | EUROPEAN .
" REGION REGION REGION

=

& e

col=|

DISTRICTS "l DISTRICTS ‘] DISTRICTS ‘I DISTRICTS ‘I DISTRICTS ‘I DISTRICTS ‘| DISTRICTS “|

L L L

L { 1

Figure 1-2. Proposed organization--Defense Commissary System (DECS)
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BOARD OF DIRECTORS

Executive oversight is needed to insure
success of both the proposed consolidated
commissary system and/or the executive agency
operated central distribution system. A
"Department of Defense (DOD) board of
directors is recommended to perform this task
while establishing commissary system policy

within the authority and guidance provided by -

the Secretary of Defense. The board will review
financial status of the commissary system and
. provide direct guidance on plans and programs.
The objective is to enhance patron service and
insure . that a financially solvent, responsive

system is maintained for the benefit of the

authorized patron.

The board will need to be established
immediately, meet at least quarterly and guide
the service’s commissary systems in the
transition. As appropriate, the commissary
systems commanders or the Commander,
Defense Commissary System will implement the
broad policy guidance emanating from the Board

of Directors. Table 1-2 .outlines the
recommended composition.

Chairman Deput}; Assistant Secretary of Defense
(Military Manpower & Personnel
Policy)

Members - - Deputy Assistant Secretary of Defense
' : (Installations), OASD (P&L)

Deputy Assistant Secretary of Defense
(Management Systems), OASD (C)

Deputy Chief of Staff, Logistics; Army

Deputy Chief of Naval Operations,
(Logistics); Navy

Deputy Chief of Staff, Logistics and
Engineering; Air Force

Deputy Chief of Staff, Installations and
Logistics; Marine Corps

Commander, Defense Commissary
System (DECS)

General Officer, Unified Command
representative (rotated annually)

Sergeant Major of the Army

Sergeant Major of the Marine Corps

Master Chief Petty Officer of the Navy

Chief Master Sergeant of the Air Force

Table 1-2. Board of Directors

COMMISSARIES : A LOCAL COMMANDER’S PROGRAM

The role of the local installation commander
in commissary operations need not change under
consolidation.  Paralleling current policy in
AFCOMS, TSA and the Marine Corps, the
proposed Defense Commissary System (DECS)
will continue the important role of providing
direct support to the base commander who, as
the senior representative of the community
which the commissary serves, is responsible for

the quality of life of his constituents. The
installation commander will articulate the
needs of the community, communicate them to
the commissary system and evaluate the

- effectiveness of the commissary in meeting

those needs.

Under DECS, as under the current

system, the installation commander will
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evaluate the commissary system and its

support by:

e Providing input (oral/written) on the
performance evaluation of commissary
officers.

® Meeting regularly with members of the
community on commissary matters and
provide their concerns. to DECS
commanders or
appropriate.

® Providing periodic reports on
effectiveness of commissary resale

directors as-

A DOD STUDY OF MILITARY COMMISSARIES ==

operations through his major comrﬁand to
Headquarters, DECS.

® Meeting with DECS management during
staff assistance visits and provide input on
current operations.

Under the proposed consolidated system,
the installation commander will have avenues to

influence the performance of his commissary.

The patron should notice little difference outside
improved level of support driven by a more
efficient distribution system and longer hours of
operation. The local commissary will still be
"the commissary" in the eyes of the patrons.

SUMMARY

- The business strategy proposed by the
commission focuses the commissary’s future

on meeting the needs of authorized -

patrons by preserving the entitlement,
optimizing organizational efficiencies,
providing an equitable high quality system
and managing economic and market forces.
Forward thinking and innovation are
stressed throughout the report.

Resources are the integral element in
all facets of the commissary system.
Recommendations include various revenue
generation and cost reduction proposals to

- be used to offset the cost of increased

service levels. All are based on the
critical assumption that savings generated
through productivity improvements and
revenue generatibn will be made available
to offset  increased service level costs
versus reductions in current levels of
appropriations.

Revenue generation proposals include
retaining the bad check processing fee and a
cost reduction proposal includes the use of
voluntary labor. The greatest potential for
cost avoidance is through improving the
current bill paying process by restructuring the
commissary distribution system. The proposal
is to use contractors to perform the warehouse
and transportation functions and commissary
regions to perform the inventory and financial
management functions. :

The commissary facility is very important
in the process of meeting service requirements.
A modern, efficient commissary store provides
a pleasant shopping experience for the patron
but it also optimizes the efficiencies of the
work force. Much effort has gone into the
analysis of the engineering function. One of
the issues proposes to centralize the
construction portion of the trust fund at the
DOD level where a board of directors would
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determine construction priority based on need.
“A second issue proposes a consolidated
engineering activity to standardize equipment
and commissary designs. This activity could
also reduce the current facility construction
backlog while optimizing the use of
commissary construction dollars. The third
issue in this area proposes a greater use of
contract authority to accelerate the
construction program.

© A great organization needs more than
- brick and mortar to be effective. - The study
has expended considerable effort on improving
the productivity of the work force. A
complete chapter is devoted to incentives,
recruitment and training to optimize the work
force. Other chapters devote considerable
time to the identification of "good ideas" from
one Service or industry to be exported to the
other Services. The report strives to reduce
redundant controls, particularly when it
involves paper driven systems, and replace the
manual processes with computer driven
applications.

Information’ management plays an
important role in this evolution. Many of the
recommendations in this area are based on
-procedures observed in the grocery industry.
While store level systems are excellent and

A DOD STUDY OF MILITARY COMMISSARIES ==

similar across the spectrum of all Services, the
above store systems are generally different.
Proposals are directed towards purchasing
more "off-the-shelf" software and hardware and
restructuring the commissary system like a
commercial grocery chain to accommodate
these procedures.

The most dynamic recommendations are
directly related to this restructuring. One
alternative proposes consolidating military
commissaries into a Department of Defense
Commissary System with a substructure
interfacing with contract central distribution
centers. A second - alternative proposes
establishing central distribution centers for use
by all separate commissary systems and
implementing all recommendations short of
complete consolidation.

All of the recommendations retain the
integrity of the current commissary store and
outside of improved service, the patron should
notice little change. The 25 percent savings

percent pricing policy. Savings generated will
offset the costs of increasing service levels,
particularly during evening hours.  The
commission has deliberately kept
recommendations for improving service within
resource constraints.
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Chapter 2

THE CURRENT

A DOD STUDY OF MILITARY COMMISSARIES ==

'COMMISSARY SYSTEM

OVERVIEW

This chapter explains the commissary
system as it presently exists. In the first
section, a brief history of the commissary
system provides a backdrop into how the
system has evolved. The history of
commissaries is followed by a stratification of
the current system costs with emphasis on

growth during the last 10 years. An analysis

of the components of the entire system then
follows. The analysis includes the role of
Troop Support Agency (TSA), Air Force
Commissary Service (AFCOMS), Navy Resale

and Services Support Office (NAVRESSO),

- and Marine Corps Headquarters in providing

commissary support to its patrons. As part of
the analysis, current procedures are outlined
and compared to the procedures used in other
Services. Finally, the mission of commissary
support provided by the defense wholesale
system is examined with emphasis on the role
of the Defense Logistics Agency and its
subordinate activities; Defense Personnel
Support Center (DPSC), Defense Depot
Mechanicsburg, and Defense Depot Tracy.
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HISTORY

The modern military commissary system
did not begin overnight; it was the result of a
long, slow evolution that had its beginnings
during the revolutionary war.

Ever since the inception of the Continental

Army in 1775, it was apparent that the United .

States Government could not provide fully for
‘the soldier’s dietary needs. Basic military diets
consisted of scant, low-quality rations; and the
soldiers went hungry much of the time. This
situation seriously impacted upon the
Continental Army’s morale and readiness, thus
causing General George Washington to seek a
remedy to supplying the soldiers with a steady
ration in the field.

This bleak situation forced by necessity a
system of supplying the Army by contracts with
local civilian suppliers. These suppliers
charged exorbitant prices, frequently five times
the value of the items sold. This method left
the burden of delivery and distribution of
supplies with the suppliers which proved quite
~ satisfactory, though expensive. However,
during the post-war years, the contract system
. was characterized by greed, embezzlement, and
fraud. Supplies were not delivered in a timely
manner and spoilage of foodstuffs resulted.

The suppliers known as sutlers, quick to
assess the monetary worth of the government’s
inability to supply the Army, greatly inflated
their prices and charged a "risk" premium
when selling rations to troops, on credit. The
risk premium was applied to recoup losses
from death, desertion, or unwillingness to pay
and greatly contributed to increased cost.

Soon, every regiment, garrison, and camp
had at least one sutler, and the local
merchants did a landslide business with the

troops. However, while soldiers could now -

depend on a steady supply of food, many
problems emerged. Generally, sutlers took
advantage of the soldier’s dependence on them

for food; and, in addition to charging high

prices, they cheated on the weights and even
set up their own monetary systems by using
chits or notes that could be redeemed only at
particular sites.

Finally, military commanders and
government officials began to recognize the
inadequacies of supplying the Army with
provisions and discussed several options for
rectifying the situation. Proposals included
licensing and regulating the sutlers, creating
military agents, and establishing post traders.
Other considerations were joint military-civilian

- operations, contract systems patterned after

methods used by European armies and
autonomous military operations.

In 1818, after considerable debate on the
subject, the Secretary of War, John C.
Calhoun, established the Military Subsistence
Department, and the military became
responsible for the procurement and issuance
of provisions. In 1826, the Congress
authorized the Army to sell food and other
items at cost to officers stationed at isolated
areas, thus establishing the first Army
commissary store system. The War
Department order establishing commissaries
read as follows: "Purchase reasonable
quantities of the articles usually required for
the subsistence of an officer, and cause the
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same to be forwarded to posts and stations
remote from markets, where officers are
mainly dependent upon the Subsistence
Department for supplies, or where they cannot
purchase groceries at reasonable prices."

Sutlers came back into prominence during
the Civil War. Despite hundreds of pricing
abuses, they provided the valuable service of

selling soldiers goods that would otherwise.

have been totally unavailable to them. The
approved ration was still Spartan and
unhealthy, but knowledgeable officers procured
canned milk, beans, fruit, and vegetables for
their men. This time, lessons learned about
subsistence during the war remained clear: a
- year after the war ended, Congress formally
abolished sutlers and allowed enlisted men at
remote posts to purchase goods from the
commissary department. In 1867, the Army
built its first commissary ’stores,” which were
similar to the general stores of the period.
Though the stores had limited hours and
carried only 200-300 items, high patronage
enabled the idea to spread.

A variety of new ideas came to the
forefront starting in 1876, when the Army
contracted with "post traders” to sell goods not
provided through the official ration to soldiers
at remote posts on a ’cost-price’ basis, with the
"trader" paid according to the number of
patrons he served. Three years later, Congress
experimented with a ten percent surcharge on
all commissary items except tobacco in order
to help defray spoilage and transportation
costs. Improved rail transport enabled the
‘idea to be abandoned in 1884. In 1889, post
canteens, soldiers’ social clubs that had
developed on an informal basis, became
officially recognized organizations, a
development that prompted Congress to

A DOD STUDY OF MILITARY COMMISSARIES ==

abolish the post trader system in 1893 and
officially establish the first post exchanges in
1895.

The order authorizing the post exchanges
read as follows: "Exchanges will be operated
at military posts to supply the troops, at
reasonable prices, the articles of ordinary use,
wear and consumption not supplied by the

.Government--and to afford them a rational

means of entertainment.”

The early post exchanges were a
combination of club, grocery store, and
department store; and were operated by
Service members or Army officers. The
abuses which plagued the early frontier soldier
and hampered the Army from fulfilling its
mission were finally overcome through the
establishment of the military retail system and
control of the functions by the military. The
commissary system supplied the soldier with
quality food at below market prices; the PX
provided those items necessary for morale and
entertainment. '

The commissary system, a direct result of
mobilization during World Wars I and II,
greatly expanded during the first half of the .
twentieth century with the Marine Corps -
opening its first commissary in 1909, the Navy
in 1910, and the Air Force in 1947. In 1943
women were allowed shopping privileges to the
commissary when their husbands were away at
war, and perishable subsistence was added in
1945. This expansion, in consonance with the
construction of new military installations,
eventually resulted in commissaries being built
throughout the United States; and their
importance to the military Services for

' retention, recruitment, and economic benefit

became key issues. The importance and
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commitment of the military Services towards
~ supporting commissaries can best be illustrated
by the words of the Secretary of Defense,
Caspar W. Weinberger, in his March 1984
rebuttal to the Grace Commission report on
privatizing or eliminating commissaries;
"Military personnel are entitled to enjoy modern
on-base community facilities offering the same
services available on the streets of their
hometown. To us, commissaries are more than
just grocery stores."

~ Studies of the commissary systems have
-~ occurred frequently since 1815, and the best
~means of supplying rations has been an object
of debate since 1775. The most recent
noteworthy studies occurred in 1967 (the

"Hubbell Study"), 1969 (the "Momyer

Investigation"), 1970 and 1972 (reports by a
special HASC subcommittee), 1975 (the "Bowers
Study"), 1979-80 (a report by the General
Accounting Office), and the 1983 (the

A DOD STUDY OF MILITARY COMMISSARIES ==

- Grace Commission). The major
recommendation of the Bowers Commission was

to centralize command and control. The

structure of commissaries under a central

organization in the Army, Air Force, and
Marines is a direct result of this study. The
improvements in level of service, facilities
construction and maintenance, commitment to
training, career progression, and professional
management. have been. extremely noticeable
compared to the benign neglect of the previous
century and a half.

Today military commissaries are located
throughout the world and total 424 stores.
Nearly everywhere American Service members
and their families are stationed, military
commissaries are close by. They have become
an essential entitlement for enlisted personnel,
officers, and their families, perceived by Service
members as their most important benefit second
only to military medical benefits.

THE CURRENT
COMMISSARY SYSTEM

SCOPE

The existing commissary systems of the
Military Services are basically similar but there
are important differences. Military
commissaries are operated pursuant to the
laws cited in the annual Department of
Defense Appropriations Acts, and Department
of Defense Directive 1330.17-R, dated April
1987. The Department of Defense prescribes

broad commissary policy. Operating
procedures are established by each of the
Military Services.

Table 2-1 shows the scope of the military
commissary system for Fiscal Year 1988.
Table 2-2 shows the costs of military
commissary operations financed by direct
appropriated funds and costs financed by
surcharge. Table 2-3 isolates the personnel
costs incurred by direct or indirect support.
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Table 2-4 shows the indirect costs incurred by
local installations to support commissary
operations to include the personnel costs
reported in the previous figure. The
relationship of resource categories to the
proportion of sales for the different Services
is arrayed in Table 2-5, and reflects some of
the differences between the Services. The
significantly higher usage of indirect support

for the Air Force represents the higher ..

dependency on installation support for
functions provided in-house by the other
Services, for example, contracting and bill
paying. The Army high usage of overseas
transportation is attributed to the large
number of Army overseas commissaries. For
information, the transportation cost was
extracted from the total to show the usage of
the resources over which the Services have
some degree of control. The distribution by

Service of total cost (direct and indirect

appropriated funds) is depicted in Figure 2-1.

The real growth in sales from Fiscal Years
1978 to 1988 is charted in Figure 2-2. The
real operational cost increase during the same
period (direct and indirect costs less overseas
transportation) is charted in figure 2-3. Figure
2-4 compares the real growth in sales with the
real cost increase. As the caption on the
figure indicates, operational costs (direct and
indirect appropriated costs less transportation)
grew at less than half the pace of the growth
of sales.

A DOD STUDY OF MILITARY COMMISSARIES ==

Figure 2-5 depicts the categories of the
DOD Appropriated Fund Support proposed in
the President’s Budget for FY 1988-FY 1991.
A significant point is the 5 percent increase in
the overseas transportation share during the
budget period at the expense of the other
categories. It should also be noted that the
Services do not have any influence on overseas
transportation costs, as Congress has limited
the number of items that may be acquired off-
shore. With the addition of the
congressionally mandated CONUS
procurement of meat and meat products
program, transportation costs will increase by
approximately $8 million.

In Table 2-6 selected data from industry
are compared with the DOD Commissaries.
While sales data for DOD commissaries has
not been indexed to reflect industry margins,
productivity standards still reflect favorably on
the DOD commissary system.

The current DOD commissary systems,
operated by the different Services, are further
detailed in this chapter. Also explored is the
wholesale system structure to support the
DOD commissary retail activities: Defense
Personnel Support Center under the authority
of the Defense Logistic Agency, and its
subordinate activities.
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ARMY NAVY CORPS FORCE TOTALS
SALES & INVENTORY
Sales in U.S. $1,371.9 - $800.8 $176.1 $2,030.1 $4378.9
Sales Overseas 549.7 -109.0 38 406.1 1068.6
Total Sales! 1,921.6 909.8 1799 - 2436.2 5447.5
Inventory? (Average) 169.1 72.7 8.8 2314 482.0
On Order (Average) 82.3 46.9 5.1 906 - 2249
Stock Turns/Yr? 108 . . 119 19.5 100 108
STORES :
No. Stores in U.S. 76 : 63 14 100 253
No. Stores Overseas 102 19 1 49 171
Total Stores 178 82 15 149 424
. STAFFING--
Headquarters
Military 34 0 0 75 109
Civilian 283 127 3 237 650
Total 317 127 3 312 759
Intermediate? ; ,
- Military - - - 40 112 - -0 58 210
Civilian 954 602 95 367 2018
Total. . o 994 714 95 425 2,228
" At Store Level
Military o 154 909 2 810 1,875 -
Civilian ' 8,265 - 2855 691 7132 18,943
Total 8,419 3,764 693 7,942 20,818
Combined Total
Military - 228 1,021 2 943 2,194
Civilian 9,502 3.584 789 1,736 21,611
Total 9,730 4,605 791 8,679 23,805
ISales include surcharge. At cost of goods. ‘Include CDC (Navy and Marine Corps).
Source: Individual Services ‘

Table 2-1. Scope of military commissary stores--FY 1988 ($millions)

PAGE 2-6



v A DOD STUDY OF MILITARY COMMISSARIES ==

—

DIRECT APPROPRIATED FUND COST

ARMY NAVY MARINE AIR FORCE TOTAL
Military Personnel $7,176 $34,607 $72 $33,369 $75,224
Civilian Personnel 215,281 65,242 18,403 185,264 484,190
Purchased Services 9,025 24,421 1,105 38,529 73,080
Travel 2,596 382 28 3425 6431
Supplies 2917 77 158 578 3,730
Equipment 0 0 182 905 1087
Sub-Total $236,995 $124,729 $19,948 $262,070 $643,742
Overseas Transportation  $41,694 $11.571 $90 $27,606 $80.961
TOTAL $278,689 $136,300 $20,038 $289,676 $724,703

Source: Services DOD Report for FY88.

COSTS TO SURCHARGE

ADP $11,191 $400 $11,591
Equipment 2,195 7,066 3,333 6,077 18,671
Supplies 14,102 8,097 " 1,679 27,295 51,173
Equipment Maintenance 10,710 5,030 743 9,980 26,463
Utilities 9,813 7,958 1,367 13,195 32,333
Linen Svc/Laundry : 410 506 0 726 1,642
Facilities 53,318 18,365 0 62,000 133,683
2d Dest. Transportation 56 0 286 176 518
Losses Unav Unav 110 Unav 110
Other Services Unav 991 Unav Unav 991
TOTAL $101,795 $48,013 $7,518 $119,849 $277,175

Source: Individual Services

GRAND TOTAL $380484  $184313 $27.556  $409.525  $1.001.878

Table 2-2. Military commissary operations--direct costs for FY 1988 ($thousands)
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PERSONNEL COSTS ARMY NAVY MARINES AIR FORCE TOTAL
DIRE

Military Personnel $7,176 $34,607 $72 $33,369 $75,224
Civilian Personnel 215,281 65,242 18,430 185,264 484,217
Purchased Services 5,650 18,997 0 35,865 _ 60,512
Total Direct $228,407 $118,846 $18,502 $254,498 $619,953
INDIRECT

Veterinary Services $4,711 $2,162 $200 $4,472 $11,545
Audit & Inspections 161 0 9 166 336
Data Automation 0 0 1 0 1
Financial Management 173 564 282 9,777 10,796
Contracting 510 29 36 1,150 1,725
Personnel Management 1,911 636 238 4,414 7,199
Salaries pd by others - - - 711 711
Total Indirect $7,466 $3,391 $766 $20,690 $32,313
GRAND TOTAL 235,873 122,237 $19.268 $275,188 $652,.266
Source: Services’ DOD Report for FY88.

Table 2-3. Personnel costs incurred by direct or indirect support ($thousands)
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TOTAL US FORCES CONUS HAWAII ALASKA OVERSEAS TOTAL
Veterinary Services $6,047,246 $133,001 $245,901 $2,956,700 $9,382,848
Audit & Inspections 180,584 665 0 154,934 336,183
Data Automation 1,499 0 0 0 1,499
Financial Management 9,696,808 159,036 94,801 845,086 10,795,731
Contracting 1,362,003 19,357 29,166 315,222 1,725,748
Personnel Management 5,500,301 148,340 74,954 = 1,475,007 7,198,602
Exterior Main/Repair 6,189,110 = 379,311 34,902 2,414,890 9,018,213
Pest Control 190,483 22,367 5,099 138,549 356,498
Utilities 56,500 609,209 339,285 13,163,803 14,168,797
Communication 254,666 22,927 33,002 262,519 573,114
Custodial 52,565 954 1,908 25,093 80,520
Refuse 5,266,164 74,859 136,301 1,705,453 7,182,777
Second Dest. Transp. 5,300 6.946 0 7,026,120 7,038,366
Sub Total $34,803,229 1,576,972 $995319 $30,483376 $67,858,896
Vet and Audit 1,581,986 79,099 0 500,962 2,162,047
Salaries pd by other 0 0 0 711,470 711,470
Total FY88 Expense $36,385,215  $1,656,071 $995319 $31,695,808 $70,732,413

Table 2-4. Indirect costs incurred by installations--DoD
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ARMY - CONUS
Veterinary Services $2,732,784
Audit & Inspections 69,234
Data Automation 0
Financial Management 86,448
Contracting 204,062
Personnel Management 1,439,717
Exterior Main/Repair 4,646,281
Pest Control 56,483
Utilities 56,500
Communication 125,042
Custodial 0
Refuse 559,437
Second Dest. Transp. 0
Sub Total $9,975,988
Vet and Audit

Salaries pd by other

Total FY88 Expenses $9,975,988

A DOD STUDY OF MILITARY COMMISSARIES ==

HAWAII  ALASKA OVERSEAS TOTAL
$56929  $93858 $1,827,404  $4,710975

0 0 91,300 160,534 .

0 0 0 0
0 0 86,448 172,89

5,200 8686 292025 509973

3,100 2,800 465339 1,910,956 |
25,072 24100 1,785,119 6,480,572
13,800 4,200 64,725 129,208
340,000 47,104 3,904,958 4,348,562
13,376 13,900 66,515 218833
0 0 0 0
3,800 4200 892432 1,459,869
_0 __0 2516378 2516378
$451277  $198,848 $11,992,643 $22,618,756
$451,277  $198,348 $11,992,643 $22,618,756

Table 2-4a. Indirect costs incurred by installations--Army
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i NAVY CONUS HAWAII ALASKA OVERSEAS TOTAL
Veterinary Services $0 $0 $0 $0 $0

) Audit & Inspections 0 0 0 0o 0
L Data Automation 0 0 0 0 0
Financial Management 435,535 48,448 174 79,598 563,755

{ _ Contracting 26,649 0 0 2,569 29,218
\ Personnel Management 430,856 97,578 244 107,326 636,004
Exterior Maint/Repair = 797,798 103,639 250 504,704 1,406,391

o Pest Control 82,918 14,000 100 48,285 145,303
‘ Utilities 0 3,118 20,000 2,398,503 2,421,621
Communication 79,397 0 0 73,910 153,307

Custodial 0 0 0 0 0

Refuse 667,421 52,531 154 115,419 835,525

Second Dest. Transp. 0 0 _0 0 0

( Sub Total $2,520,574 $319,314 $20,922 $3330,314 $6,191,124
Vet. and Audit 1,581,986 79,099 500,962 2,162,047

Salaries pd by other 0 0 0 0 0

Total FY88 Expenses $4,102,560 $398,413 $20,922 $3,831,276 $8,353,171

Table 2-4b. Indirect costs incurred by installations--Navy
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MARINE CORPS CONUS HAWAII ALASKA OVERSEAS TOTAL

Veterinary Services $184,157 $50 $0 - $15,802 $200,009
Audit & Inspections 5,032 665 0 3,541 9,238
Data Automation 1,499 0 0 0 1,499
Financial Management 267,806 243 0 13,713 281,762
Contracting 32,180 3,917 0 148 36,245
Personnel Management 216,988 11,707 0 9,165 237,860
Exterior Maint/Repair 149,184 244,200 0 0 393,384
Pest Control 2,345 2,200 0 790 5,335
Utilities 0 130,000 0 191,902 321,902
Communication 151 0 0 94 245
Custodial 0 0 0 0 : 0
Refuse 18,120 4,560 0 2,166 24,846
Second Dest. Transp. 5.300 6,946 0 __42 12,288
Sub Total $882,762 $404,488 $0 $237363 $1,524,613
Vet. and Audit

Salaries pd by other

Total FY88 Expenses $882,762 $404,488 $0 $237,363  $1,524,613

Table 2-4c. Indirect costs incurred by installations--Marine Corps
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AIR FORCE CONUS HAWAII ALASKA OVERSEAS TOTAL
Veterinary Services $3,130,305 $76,022 $152,043 $1,113,494 $4,471,864
Audit & Inspection 106,318 0 0 60,093 166,411
Data Automation 0 0 0 0 0
~ Financial Management 8,907,019 110,345 94,627 665,327 9,777,318
Contracting 1,099,112 10,240 20,480 20,480 1,150,312
Personnel Management 3,412,740 35,955 71,910 893,177 4,413,782
Exterior Maint/Repair 595,847 6,400 10,552 125,067 737,866
Pest Control 48,737 - 2,367 - - 799 24,749 76,652
Utilities 0 136,091 272,181 6,668,440 7,076,712
Communication 50,076 - 9,551 19,102 122,000 200,729
Custodial 52,565 954 1,908 25,093 80,520
. Refuse 4,021,186 13,968 131,947 695,436 4,862,537
Second Dest. Transp. 0 0 0 4,509,700 4,509,700
Sub Total $21,423,905 $401,893 $775,549 $14,923,056 $37,524,403

Vet. and Audit
Salaries pd by other _ $711,470 $711,470

Total FY88 Expense $21,423,905 $401,893 $775,549 $15,634,526 $38,235,873

Table 2-4d. Indirect costs incurred by installations--Air Force
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Proportion of sale 35.3%

Category of resource:

Direct APF proportion 36.8%
of operations

Prop of transp 51.5%.
Prop of direct 38.5%
Prop of indirect 32.0%
Prop of total APF 37.9%
Prop opns+indirect 36.3%

A DOD STUDY OF MILITARY COMMISSARIES ==

NAVY MARINES AIR FORCE TOTAL

16.7%

19.4%

- 143%

18.8%
11.8%
18.2%

18.6%

Source: Services DoD Report for FY88.

3.3%

3.1%
0.1%
2.8%
2.2%
2.7%

3.0%

44.7%

40.7%
34.1%
40.0%
54.1%
41.2%

42.0%

100.0%

100.0%
100.0%
100.0%
100.0%
100.0%

100.0%

Table 2-5. Relationship between sales and resource use--FY 1988
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ARMY
$301.31 38%

TOTAL COSTS

($MILLIONS)

T AIR FORCE
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SOURCE: FY88 DOD COMMISSARY REPORT

NAVY

$144.61 18%
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‘Figure 2-1. DoD commissary operations costs by Service
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Figure 2-2. Real growth in commissary sales
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PERCENT GROWTH INDEXED TO FY78
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SALES GROWTH=18.5%; COST INCREASED 7.9%

Figure 2-4. DoD commissary operations growth
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PAGE 2-19



A DOD STUDY OF MILITARY COMMISSARIES ==

| DoD

GIANT FOOD LION A&P COMSY
Sales $5,200 $9,000 $15,250 $5,448
Gross Margin 32.0% 20.0% 27.6% 5.0%
Number of stores 170 1,120 1,360 424
Net Profit $175 $275 $260 None
Tax rate 38.5% 38.0% 41.0% None
Profit margin 3.37% 3.06% 1.70% None
Inventory turns 15.8 10.0 13.5 16.0
Labor to sales 12.0% Unk 11.0% 11.4%!
Ilncluqing v;ndm stocking/indirect costs.

Table 2-6. Grocery industry balance sheet comparison ($millions)
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PRESENT ARMY COMMISSARY SYSTEM

US Army commissaries worldwide operate
under the central management and operational
guidance of the US Army Troop Support
Agency (TSA) located at Fort Lee, VA. The
scope of the present Army program in terms
financial, personnel, and related data is at

Table 2-7 at the end of this section. =TSA.
operates under broad general guidance-

provided by the Deputy Chief of Staff for
Logistics, Department of Army, and manages
178 commissaries through five regional offices
(four in the Continental United States
(CONUS) and one in Europe). Note that in
addition to the Commissary Management, TSA
HQ also has responsibility for food service,
and clothing and other services. TSA plans,
develops, and establishes policies and
objectives and provides guidance, financial
management, force development, internal
controls, and construction and equipment
replacement programs for the entire Army
commissary system. Management of the
commissary management career program is
also centralized at TSA as is the commissary
support procurement function. Organization
chart is at Figure 2-6.

The four CONUS regions are responsible
for managing 21 to 28 stores each. The
regions implement TSA plans, policies,
programs, and procedures and exercise overall
command and control of commissary
operations within their assigned stores. Each
CONUS region commander/director is
accountable for all commissary assets within
his/her region to include commissary resale
merchandise. Each region has a Contracting
Division that is responsible for providing
contracting support to assigned commissaries

to include negotiating contracts to buy
subsistence items, supplies, and services
needed to run the commissaries. Organization
chart is at Figure 2-7.

The European Commissary Region

(EURCOR) is comprised of 84 stores and is
-divided into six districts to further reduce the

span of control. Each district manager acts
under the direct supervision of the region
commander and manages commissary
operations in 12 to 16 commissaries. Each
district manager is accountable for all
commissary assets within his/her district.
Organization charts are at Figures 2-8 and
2-9.

Commissary officers are responsible for
the day-to-day operations of their respective
stores to include ordering receiving, inspecting,
pricing, and selling resale merchandise.
Organization chart is at Figure 2-10.

Subsistence inventories are procured with
Troop Support Agency Division, Army Stock
Funds (TSADASF). Reimbursement to the
Army Stock Fund for commissary subsistence
is made from cash/charge sales and for troop
issue subsistence by direct charge to the
Military Personnel, Army, appropriation. The
requirements are developed by the regions
based on projected sales to customers for the
budget year, taking in consideration the
beginning and ending inventories. The
TSADASF budget is submitted annually to
Department of the Army to support a request
for Army Stock Fund (ASF) Obligation
Authority (O/A). Obligation Authority is
granted subject to targets contained in the
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approved funding program. The O/A
approved for the procurement of commissary
resale inventory cannot be reprogrammed for
other purposes. Following OSD approval of
the operating program, the O/A is distributed
to the region.

Appropriated funds are used to finance
the salaries and wages of military and civilian
personnel, TDY and PCS, contracted services

e.g., shelf stocking, commercial inventory base -

operations support at industrially funded
installations, above store level administrative
supplies and equipment, and transportation of
goods to overseas locations. However,
installations also provide nonreimbursable base
operation support such as security, civilian
personnel, finance and accounting, overseas
utilities, transportation, and maintenance of
buildings and grounds from funds allocated to
“them. Income derived from coupon handling
fees is used to offset all appropriated costs
associated with handling of coupons which is a
labor intensive process.

Appropriated funds are allocated through
normal ‘budget channels based on DA and
higher authority approval of the TSA budget
submission. DA, Comptroller of the Army
(COA), furnishes Funding Authorization
Documents (FAD) through the U.S. Army
Finance and Accounting Center (USAFAC)
which acts as the financial operating agency
for TSA. TSA, in turn, programs funds to
each regional office. These funds are
accounted for by servicing Finance and
Accounting Officers (F&AO) where TSA
regional offices are located. These offices
report monthly to HQDA on the status of
these funds, i.e., obligations, expenditures, etc.,
through Integrated Cost Accounting and
Reporting (ICAR) procedures (AR 37-108, AR

A DOD STUDY OF MILITARY COMMISSARIES ==

37-151). Statutory controls inherent in 31
U.S.C. 1517 provide that funds will not be
expended (obligated) in amounts greater than
funds allotted or allocated. TSA, through its
internal fund control procedure, command
management emphasis, and finance and
accounting reports, monitors the expenditures
of funds to assure no over-obligation occurs.

Surcharge funds, which accrue from the
collection of'a 5 percent surcharge on
commissary sales, are used to purchase and
maintain commissary operating equipment,
supplies, construct and improve commissary
facilities, pay for the cost of commissary
utilities in CONUS facilities, laundry, and
offset costs resulting from shrinkage, spoilage,
and pilferage of merchandise. Although the
use of Appropriated Funds for commissary
construction is not prohibited by law, surcharge
funds have been used for all commissary
construction in the United States since 1977
and overseas since 1978. Control of the Trust
Revolving Fund Account is exercised by HQ,
TSA, the commissary regions and individual
commissary officer. Commissary officers order
the majority of their subsistence requirements
under contracts awarded by the Defense
Personnel Support Center (DPSC). Local
purchase is authorized for fresh fruits and
vegetables when they are not available from
DPSC sources. Payment to vendors for all
subsistence received by CONUS commissaries
is made by the respective region servicing
finance and accounting office after the
commissary officer verifies receipt of the
subsistence and the region accounting branch
matches and verifies the receipt document with
the appropriate invoice, prepares the
disbursement vouchers and authorizes

payment.
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Overseas commissary officers requisition
subsistence from the Defense Personnel
Support Center (DPSC) in Philadelphia, PA;
Defense Subsistence Region Europe (DSRE)
in Zweibrucken, Germany; or Defense
Subsistence Region Pacific (DSRPAC) in
Oakland, CA. Semi-perishables are ordered
monthly. Individual commissary orders are
consolidated at the region level and

transmitted to DPSC. DPSC supports the .

brand name semi-perishable requirements of
overseas commissaries through a system known
as the Direct Commissary Support System
(DICOMSS). Payment for semi-perishable
subsistence is made by the Accounting Office
(FAO), located in Zweibrucken, Germany, and
the Western Commissary Region servicing
FAO, located at Fort Lewis, WA, to DPSC by
interfund transfer. Accounts are later
reconciled with receiving reports results
provided by individual commissaries.

Twice a month European commissary
officers place orders to DSRE for perishable
subsistence. DSRE is headquartered in
Zweibrucken, Germany, with depots located at
Kaiserslautern, Bremerhaven, and
Germersheim. DSRE supplies perishables
ordered from CONUS and also from off-shore
acquisition sources. Payment for subsistence
obtained from DSRE is made by the
EURCOR servicing FAO at Zweibrucken
directly to the individual suppliers after
receiving report data are matched to invoices.

The product groups which may be stocked
in Army commissaries are restricted to those
specified in DOD Directive 1330.17-R, Armed
Services Commissary Store Regulations.
Products to be carried in individual’ Army
commissaries are determined by a three-tier
approach. TSA Headquarters publishes a core

A DOD STUDY OF MILITARY COMMISSARIES ==

list of nationally available strategic items that
are mandatory for stockage in all commissaries
worldwide. The five commissary regions also
provide their stores with mandatory stockage
lists of items which have attained significant
market shares within their respective
geographic areas. A merchandising review
committee at each Region determines which
items to buy for resale and which items to
retain or delete from the current authorized

~stockage list. Only products approved by the

Region may be ordered and stocked by
commissaries subordinate to that Region.
Commissary Officers recommend to their
respective Region the remainder of line items
to be stocked in their commissaries based on
local customer desires. '

Appropriated funding and staffing for
Army commissary operations are controlled
and administered, through the five regional
offices, by TSA Headquarters. Funding and
staffing levels, initially authorized in the annual
OSD President’s Budget, are allocated by TSA
Headquarters to the five Regions based upon
the requirements of the Regions and funds
availability. Commissary staffing levels are
determined by TSA Headquarters by applying
departmental-level staffing standards to

workload factors for individual commissary

departments.

Army commissary stores and warehouses
are generally inadequate. Less than one half
of all Army commissaries were originally built
as commissaries. In addition, 114 of 178
commissaries are 25 years or older. For these
reasons, many facilities are congested,
inefficient, and unattractive to customers. The
Army currently has two central distribution
centers (CDCs) in Europe and one in Panama.
Plans are to establish additional CDCs, first
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overseas and then in CONUS. The Army and
Air Force are coordinating a contract-study
effort to determine the best site location and
method of operating a CDC to support both
Army and Air Force commissaries in Europe.
The contract has follow-on options for CDC
studies to support Army and Air Force
commissaries in the Mediterranean and Pacific
areas and Air Force commissaries in the
United Kingdom.

Equipment utilized in Army commissaries
and warehouses is generally state-of-the-art.
New and more sophisticated automated
systems and equipment are contributing to
better and more efficient commissary services.
For example, scanning has been installed in
the majority of CONUS and OCONUS
commissaries. The District Oriented Store
System (DOSS) is an automated ordering,
receiving, and inventory management system
that has been installed in the six European

A DOD STUDY OF MILITARY COMMISSARIES ==

districts. A new commercial accounts system
(Standard Automated Voucher Examination
System (SAVES)) is being implemented in all
regions. CONUS stores meeting specified
meat sales volumes are being equipped with
meat room controller systems to provide more
efficient and effective pricing of meat products.
Property accountability is at the store level.
Equipment is replaced when maintenance and
repair costs equate to 65 percent of the
acquisition cost. Generally, the supporting
Directorate of Engineering and Housing is
responsible for equipment maintenance.
However, installation maintenance resources
are often insufficient. In these instances
maintenance contracts are let with the
equipment manufacturers or their
representatives. In all cases, new and
replacement equipment and equipment
maintenance costs are funded with surcharge
funds.
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Sales and inventory data ($millions)--
FY 1988 % of Sales FY 88
Salesin US. ........... ... $1,3078 .......... 71.4%
SalesOverseas .........cv0vueunenn $5240 .......... 28.6%
Total Sales ................ $18318 .......... 100.0%
Sales GIOCeIy . .....ovvvvevneeennn $1,491.1 .......... 81.4%
SalesMeat . ..........oiiiiinnn $2546 .......... 13.9%
Sales Produce . . . oo oo ve e v iinnnnnnan $86.1 ........... 4.7%
Inventory (Average) ................ $169.1
On Order (Average) ..........cooocunn $82.3
Stock Turn............. . o, 10.8 times per year
Number of stores (FY 1988)--:
Stores
US. i i e 76
OVeISeaS ...t v it iiiieenenenennnns 102
Total ............ . it 178
Authorized staffin 1988)--
Military Civilian Total
Above Store Level ................... 74 1,237 1,311
At Store Level ........c. i 154 8.265 8.419
Total .......cvviiiiinn, 228 9,502 9,730
Productivity measures--
Average Sales per work year . .............c.oieiinnnnn. $212,928
Average Sales perwork hour ............. ... ... i, $102
Average Sales per transaction . . ... ...ttt $41
Average Sales per sq foot permonth . ........... ... ... ..., $79

Table 2-7. Army commissary program--FY 1988
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Headquarters (LOTA-Z) US Army Troop Support Agency
Office of the
| | Commanding General | |
Headquarters Deputy to the Alde Office of the
EEO Office Detachment Commander de Inspector
Commander Camp General
Command
Sergeant Major
]
Chief of Staft
Staft Action
Control Otficer
Directorate of| |Directorate of| |Directorate of Directorate oft| |Directorate of
Resource Information Engineering Commissary Clothing .
Management Systems & Materiel Operations & Services
Veterinarian Public internal Reserve . Civilian
Staft Aftairs Review Components Adjutant Personnel
Office Office Oftice Spt Office Office
Acquisition Service
L Management Support —
Office Office
Southeast Northeast Midweat Western European
Commissary Commissary Commissary Commissary Commissary
Reglon Region Region Region Region

Figure 2-6. US Army Troop Support Agency (TSA) organization
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CONUS Commissary Region

Commanding
Ofticer

Deputy -
Commander

Command
Sergeant Major
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Personnel Internal EEO
Management Review Office
Office Oftice
Resource VLogIatlcs Commissary Information Cont ti
Management Management Operations Systems Dr;vr':?o:‘ng
Division Division Division Division

|

l

Commissaries

|Commissaries

Commissarles

Commissaries

Commissaries

Commissaries

Figure 2-7. US Army CONUS commissary regions organization

PAGE 2-27



A DOD STUDY OF MILITARY COMMISSARIES ==

European Commissary Region
Commanding
Officer
rll)oadq:arter/a Deputy District
etachment nde Work
Adjutant Comma d Council
Command
Sergeant Major
Personnel Internal Public EEO
Management Review Affairs Otfice
Oftice Office Office
Resource Logistics Commissary Information Engineering
Management Management Operations Systems And Design
Division Division Division Division Division
Franktfurt Qiessen Heidelberg Bamberg Stuttgart Munchen
District District District District District District
Commisaaries Commissaries Commisearies Commissaries Commissaries Commissaries

Figure 2-8. US Army European Commissary Region (EURCOR) organization
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European Commissary District

District
Manager
Resource 0 ' : Central
erations . .
Management givision Distribution Commissaries
Office Center

Figure 2-9. US Army EURCOR districts organization
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Commissary Store

Commissary *
Officer CPE

Control Grocery Produce Warehouse
Section Department Department Section

Front-End Meat
Section Department

Annex
Operations

« Where functions have been contracted out

Figure 2-10. US Army commissary store organization
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PRESENT NAVY COMMISSARY SYSTEM

Navy commissaries worldwide currently
operate under the direct command and control
of the local installation commanding officer, in
the same manner as Navy exchanges. Data on
the scope of the present Navy program is at
Table 2-8. Technical control, funds
management, and operating policies and
procedures are administered by the
Commander, Naval Supply Systems Command
(NAVSUP) through the Navy Resale and
Services Support Office (NAVRESSO), Naval
Station New York Staten Island in New York.
Prior to 1 October 1987, Navy commissaries
were centrally commanded and managed by
- NAVSUP through NAVRESSO. The change
in command and control of commissaries
occurred as the result of a military realignment
of Navy exchanges on 1 October 1985, and a
subsequent military realignment of both Navy
exchanges and commissaries in 1987, explained
as follows:

® Prior to 1985, unlike commissaries, Navy
exchanges were not centrally commanded
by NAVRESSO. While NAVRESSO did
provide technical support to exchanges in
the areas of procurement, pricing,
personnel management, accounting, data
processing, etc., exchanges were under the
control of the commanding officers of the
installations on which they were located.

® In 1985, the Chief of Naval Operations
(CNO) authorized a reorganization which
brought both the Navy exchange and
commissary at each installation under the
umbrella of a Navy Resale Activity,
headed by a military Officer in Charge
(OIC). Both components of the Resale

Activity were kept separate to ensure
proper accountability of appropriated and
nonappropriated funds. This OIC of
Resale reported to NAVRESSO for
primary duty, through a NAVRESSO Field
Support Office (FSO) or directly if not
under the cognizance of a
‘NAVRESSOFSO or another resale
activity.

e In 1987, however, in order to strengthen
the authority and responsibility of
installation commanding officers to
enhance support to the fleet and to
military members and their families, CNO
approved a second realignment which
placed resale activities under the base
commanding officers. Now, commanding
officers exercise command control of both
commissaries and exchanges on their
installations; NAVRESSO is still
responsible for technical control, operating
policies and procedures and retail
management of commissaries and
exchanges.

Of the four DOD commissary systems, the
Navy is unique in its organizational yoking of
the two major resale programs. At each level

- of NAVRESSOs organizational structure

(NAVRESSO headquarters, NAVRESSO
Field Support Office, local command Resale
Activity), the organizational entity is composed
of two major components: one responsible
for commissary operations and the other for
exchange operations. Figures 2-11 through 2-
13 provide organizational charts depicting the
Navy’s chain of command for the Resale
Program. For the Navy commissary program,
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the Navy resale system is organized into
geographical regional or independent
components, shown in Figures 2-14, and 2-15,
as follows:

e NAVRESSO Field Support Office with a
Commissary Operations Division (COD).
There are 8 CODs, all in the United
States.

® Resale Activity with a Commissary Region
Support Office (COMSYREGSUPOFF), if
more than one commissary; or with a
Commissary Support Office
(COMYSUPOFF) if only one commissary.
There are 5 COMSYREGSUPOFFs and
§S COMSYSUPOFFs; one
COMSYREGSUPOFF in the United
States and the remaining overseas.

The Navy Commissary Program is
comprised of 82 commissaries worldwide, 63 in
the United States and 19 overseas. Technical
funds control and operational management is
provided by a NAVRESSOFSO or resale
activity through a regional commissary office,
normally headed by a civilian director of the
COD, COMSYREGSUPOFF, or
COMSYSUPOFF. These offices provide
regional support for operations, merchandising,
procurement, data processing, accounting,
distribution, facilities/equipment, and
administrative functions. A region may contain
from 2 to 11 commissaries, depending on the
geographical locations and span of control.

The FSO does not exercise command
control of the Resale activities within its
region; that responsibility rests with the
commanding officers of the installations on
which they are located. FSO commanding
officers do, however, prepare concurrent

A DOD STUDY OF MILITARY COMMISSARIES ==

fitness reports on the officers in charge of the
resale activities within their regions.
Independent resale activities are those which
do not receive the bulk of their support from
FSOs. They are usually geographically remote
form the nearest FSO or are located overseas.
As with FSO-supported resale activities, the
officer in charge of an independent resale
activity reports for command purposes to the
commanding officer of the base on which it is
located and to NAVRESSO for policy
guidance, management support, technical
guidance and assistance. ’

In addition to the 82 Navy commissaries,
NAVRESSO also manages 12 combined
commissary/exchange activities that are
operated under one roof by the Navy exchange
(NEX), on a reimbursable basis (Figure 2-16).
A NEX-managed location commissary is
defined as an extension or "additional register"
of another commissary and is only located
outside of CONUS. The establishment of
these 12 location commissaries was effected
through the conversion of 10 existing NEX
grocery sections where no commissary was in
existence and 2 existing commissaries which
were converted. Additionally, a 13th combined
commissary/exchange under one roof was
opened in Guantanamo Bay, Cuba, in July
1989, to replace a separately located
commissary and exchange. The OIC of the
resale activity at each location is responsible
for the control and direct management of this
operation. The "commissary" portion of the
combined operation is paid with' commissary
funds based on actual expenditures:

® Merchandise is owned by the Navy Stock
Fund and sold to the customer at
commissary cost plus the 5 percent
surcharge. Sales are credited monthly to
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the commissary stock account of the
"extension" commissary.

Surcharge funds generated are credited to
the commissary trust revolving fund for
purchase of supplies,equipment, and other
operating costs.

® Operations and Maintenance, Navy
(O&M,N) funds are used to reimburse

NEX labor costs for the portion of payroll- -

expenses that are directly related to
commissary sales. Funds for these
operations are included in the O&M,N
budget for the Navy Commissary Program.

The operation of the Navy Commissary
Program is financed by the following fund
appropriations which are subsequently
described: the Navy Stock Fund; the Trust
Revolving Fund; the Operations and
Maintenance, Navy Fund; the Military
Personnel Navy Fund.

The Navy Stock Fund (NSF) is a revolving
fund used to procure commissary subsistence
inventory for resale. The NSF is established
as a working capital fund with basic funds
provided by congressional appropriation.
Items purchased by NSF money are Navy
Stock Account material. Cash from the sale
of stock account material is deposited with a
disbursing officer, who in turn credits the NSF
with the amount of such deposit. Each year a
budget is formulated for the NSF by
NAVRESSO and submitted to NAVSUP for
review. NAVSUP coordinates Navy budget
requirements which are then submitted to the
Navy Comptroller, CNO, and subsequently to

the Department of Defense (DOD). The -

detailed budget is based on anticipated
demand, stock levels, and known changes in

= 4 DOD STUDY OF MILITARY COMMISSARIES ==

support; it includes a monthly phasing plan of
sales, obligations, and expenditures. NAVSUP
is responsible for the management of the NSF
under the direction of the Secretary of the
Navy (SECNAV) and CNO. NAVSUP
centrally administers the NSF through
decentralized inventory management assigned
to NAVRESSO and approves the funding
quarterly through suballocations to
NAVRESSO. NAVRESSO is operationally
responsible for the NSF to maintain sufficient
inventory, prevent overobligations, provide
allotments for inventory levels to the field
region level, and submit monthly reports of the
status of the NSF authorization.

The Trust Revolving Fund (TRF) is a
revolving fund used to fund commissary
construction, facility improvements and
modifications, equipment, services, utility
expenses (CONUS) and other operating costs.
In 1978, Congress stipulated that the
commissary system should be self-sufficient in
terms of facilities replacement/construction.
Navy commissaries have not received any
Military Construction Fund (MILCON)
support since 1974 (The last Navy commissary
constructed with MILCON funds was Adak,
Alaska). Revenue for this fund is generated

from a five percent (5 percent) surcharge

applied to customer purchases at the cash
register and is collected and deposited to the
TRF account. Each year a budget is
formulated for the TRF by NAVRESSO,
based on projected TRF surcharge revenue
available. Approximately 60 percent of the
surcharge monies generated are managed at
the field level to finance operating costs and
other expenses which have been budgeted.
The remaining portion is administered by
NAVRESSO and provided to the field in the
form of major construction grants, alteration
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projects and equipment purchases over
$2500.00. These major projects are
determined and prioritized by a special
NAVRESSO committee and forwarded to
NAVSUP for approval.

The Operations and Maintenance, Navy
Fund (O&M,N) is an annual appropriation
which funds civilian payroll; contract labor
costs for shelf-stocking, janitorial, and
commercial inventory services; transportation
of US. goods to overseas commissaries; and
administrative operating expenses such as
travel, training, computer operations and
supplies, armored car services, and protective
clothing. Income derived from coupon
handling fees is also credited to the O&M,N
account to pay for appropriated costs
associated with handling of coupons. The
annual O&M,N requirement for the Navy
Commissary Program is reduced by the
amount of revenues projected for coupon
handling.

The Military Personnel Navy Fund (MPN)
is an annual appropriation which funds military
personnel costs for military personnel assigned
to commissary billets for sea/shore rotation
purposes.

In addition to the O&M,N and MPN
direct appropriated fund support, Navy
commissaries receive some indirect fund
support for utilities overseas, veterinary
services, certain administrative support, and
common services - most of it through the local
installation. Navy commissaries also use some
services provided by the Defense Personnel
Support Center (DPSC).

The Navy commissary program operates
under a central distribution center (CDC)
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concept, in most cases, where one distribution
center supports all the commissaries in a
geographical area for semi-perishable
warehouse type items. Items not stored in the
CDC are considered to be direct store delivery
(DSD) items and are received from
manufacturers or their distributors at the store
level.

In the United States, Navy commissaries
procure subsistence requirements against
DPSC supply bulletins and indefinite delivery
type contracts or commissary FSO/region
blanket purchase agreements. Produce is
purchased through DPSC local buying offices.
The Navy system utilizes an Automated
Commissary System (ACS) at the region level.
The ACS includes an automated inventory
model that maintains CDC (or warehouse)
inventories and automatically determines
reorder requirements for delivery to CDCs and
a few remote warehouses, using an economic
order quantity (EOQ) model. Commissaries
order daily from the warehouse by scanning
bar-code shelf labels with a hand-held device
to transfer merchandise from the CDC to the
store that night. For DSD items, order
quantities are determined by store personnel,
using region produced procurement
order/requisition documents; assistance for the
DSD ordering process may be provided by
manufacturer representatives. DSD receipts
must be entered into the ACS system, once
the receipt process has been completed.

Outside of the United States, overseas
Navy commissaries receive support for semi-
perishable subsistence items and operating
supplies from a CONUS NAVRESSO FSO
commissary CDC at Norfolk (Europe),
Oakland (Pacific), Jacksonville (Caribbean) or
Davisville (Canada). In some cases, a large
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commissary may source-load merchandise
direct from the manufacturer, when
requirements are met on a continuing basis.
The CDC at Navy overseas regions further
distributes this merchandise from the region
CDC to smaller branch commissaries.
Perishable subsistence support is provided by
DPSC overseas depots where available; where
not available, overseas Navy commissaries
order merchandise direct from the
manufacturer for consolidation and
transshipping from a CONUS port. Order
requirements for almost all items are
determined by the automated Commissary
Overseas Inventory Control Navy System
(COINS) on a microcomputer, using an
unsophisticated inventory model. Orders are
normally placed every 14 days, or once per
month if required to meet source loads or
shipping schedules. This process takes place
at the region level.

The accounting and invoice processing
functions are handled at the region level for
the Navy Commissary System. In CONUS,

‘invoices for commercially procured
merchandise are received and processed by the
region accounting branch and forwarded to
NAVRESSO where they are paid centrally.
Outside CONUS, including Hawaii, invoices
from commercial sources are processed by the
region and forwarded for payment to Fleet
Accounting and Disbursing Centers,
Atlantic/Pacific (FAADCLANT, FAADCPAC)
for CONUS purchases or local disbursing
officers. Payments are made with a Treasurer
of the United States check, specifying a charge
to the stock fund. Once payments are made,
a copy of the paid voucher is sent back to the
cognizant region to match with receipt
documents accordingly. Procurements from
DPSC or other government agencies are

A DOD STUDY OF MILITARY COMMISSARIES ==

charged/invoiced on interfund bills from the
respective agency, which are forwarded to the
cognizant region for matching/processing.

Navy commissaries stock items in
accordance with those authorized for sale in
DOD Directive 1330.17-R, with the exception
of tobacco products, soft drinks, charcoal,
charcoal lighter, potted plants, salad bars, and
hair colorings. NAVRESSO provides guidance
for the range of product categories to be
stocked and publishes a Master Stock
Assortment (MSA) list of approximately 1100
line items that customers expect to find in any
store they might enter and it also serves as the
required basic stock list for overseas
commissaries. MSA item selection is based on
item popularity from internal as well as
commercial item movement reports. All other
items stocked are determined at the field
regional commissary divisions by a
merchandising review committee; individual
commissaries may provide input for this
process to the region. Stores can only order
and stock items which have been approved at
the region level.

Navy commissary facilities, in general,
require improvement. Approximately half of
the buildings occupied by commissaries are
more than 40 years old, many of which are
"temporary” structures from World War II,
which were not designed as commissaries.
These facilities tend to be congested,
inefficient, and unattractive to customers. The
remaining commissaries have been replaced,
expanded, or improved and contain modern-
day equipment. All Navy commissaries built
since the mid-1970s have been constructed
without attached warehouses, as a result of the
implementation of central distribution centers
(CDCs). Except for the San Diego CDC, all
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other CDCs were established in existing
warehouses or existing structures which
were improved to support a CDC function.
The major portion of equipment purchased
over the past § years has been
concentrated on major state-of-art
replacements such as refrigeration,
scanning, and store fixtures. Front-end
scanning systems have been in place at all

A DOD STUDY OF MILITARY COMMISSARIES ==

Navy commissaries since 1986; additionally,
all meat department equipment was
recently upgraded to provide the ability
for 100 percent scanning of meat items, as
well as grocery and household items.
Productivity in Navy commissaries has
increased over the years as the result of
efficiencies gained through automation.
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Sales and inventory data ($millions)--
' FY 1988 % of Sales FY 88

SalesinUS. ..................... $7813 ...... ..., 89%
Sales Overseas ................... L9883 .......... 11%

Total Sales ................. $8696 ......... 100%
SalesGrocery . .........oovivunnn.. $6619 .......... 76%
SalesMeat . ...................... $1488 ....... ... 17%
Sales Produce . ..................... $589 .......... 27%
Inventory (Average) ................. $72.7
On Order (Average) ................. $72.7
Stock Turn . ............... ... ..... 11.9 times per year
Number of stores (FY 1988)--:

Stores

usS. ..... et e e 63
OVerseas . .......ovvimneunennnnnnn. 19

Total ........... ... ... . ... 82
Authorized staffing (FY 1988)--

Military Civilian Total

Above Store Level .................. 112 729 841
At Store Level ............... R 909 2.855 3,764

Total ......... ... ........ 1,021 3,584 4,605
Productivity measures--
Average Sales per work year .. ...........c0eienennen.. $227,228
Average Sales perwork hour .......................... $108.80
Average Sales per transaction . ... ..........00tiunenn.. $44.20
Average Sales per sq foot permonth .................... $69.00

Table 2-8. Navy commissary program--FY 1988
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ADOD'L DUTY
FOR
MAJOR CLAIMANT
CNO TECHNICAL FUNDS MGMT (OPTAR)
AND
TECHMICAL CONTROL

CNO
CINCLANTFLT
CINCPACFLY
CNO CINCUCS:E‘TVEUQ
1987 NAVSEA
REALIGNMENT seccRy
TELCOM
* *
NAVSUP
[ | MAJOR
L CLAIMANTS:
* Lo\ (9)
NAVRESSO .-
REGIONAL
_.\__ COORDINATOR
0-6 e
FIELD
SUPPORT
OFFICE

0-6
NAVAL STATION
COMMANDER

PRIMARY
FOR MILITARY
COMMAND AND
COORDINATION
CONTROL « BUDGET REVIEW
FOR APPROPRIATED FUNDS

COMMISSARY NAVY EXCHANGE
(82) (136)
e PRIMARY DUTY ~ ———ce TECHNICAL FUNDING: APPROPRIATED: SALARIES, NSF, CSTRF
eee=ee ADDITIONAL DUTY — = — = BOS (NO CHANGE) NONAPPROPRIATED: NEX OPER

FUNDS (SINCE 1948)

Figure 2-11. NAVRESSO Headquarters organization
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COMNAVRESSO

COMMANDING OFFICER PPy vy
NAVRESSO FIELD —
SUPPORT OFFICE Chiet/Administration

| | |

Deputy Equal

Fleet XECUTIVE Internal #
Resaie OICe Assistance Eo;pcha Employment Review g:ﬂ.ct:
Toam Opportunity ot
1 Ottice ce
NAF Financlal Distribution Faclliitios & Contracte/ Industrial Training Data
Management Management Equipment Aoguisition Relations Branch Prooceesing
Branoh Branoch g Branch 3 Branoh Branch Branch g
COMMI8SARY EXCHANGE
OPERATIONS OPERATIONS
DIVISION . DIVISION ?
Data Ssles Hard
Processing Progurement Acgounting Administrative Coordination :,.:,::; Lines
Branch . rane Branch Branoh Branch
Distribution Facliities & 1 Soft
Mansgement Opnu'r::‘l&m Equipment gg:ér:llo::: ’ Goods
Branch Branoh Branoh
T Footnotes:
I ] Ml | 1. Attached for administrative support }
2. Incumbent merchandise manager will assume position
Moat Produce Qrocery 'EW:' of Exchange Operations Division Director
n 8. S8upports NEX only, unless support for
Commissary has also been authorized

Figure 2-12. NAVRESSO field support office organization
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- BASE COMMANDER

l

Navy

Seourity
Branch

internal
Auditor

Officer in charge

Resale Aotivity
8

1

Fleet
Asalstance
Team 9

l

Commissary SBupport Office

Exchange Operations

COMNAVRESSO

Commissary 00’.'.“0"0

1. Attached for administrative support.
2. Provides operstional support 10 exchanges within 4. At some sotivities, may report to Merchendlies Mansger.

8. NA/DMEDCOM Aotivitiea that are Ressle Doueh-onln
will repori to appropriate OIC of RESALEACT

Navy Ressle Acotivitly Detacshments, as apprepriate.
8. Provides eperationsl suppert to commissaries within

Navy Ressale Activitiee/Detachments, se apprepriate.

Director c 1
Deputy ommissary
Commissary Offioer/Manager
Support Offioe Exchange Manager L)
l ]
Administrative Mershandising Support Cash Handiing| | Sales Audit Retail Material
Branch & Operations Branch g Branch Branch Branch Branch
Branch
|
[ | 1
Distribution Facilities
Branch & Equipment Grocery Meat Produce
Branch Section Section 8ection
[ ] L ] ] | I ] 1
Faoilities Sales Inventory Personalized Food Automotive Laundry/
Equipment| | [Coordination Control Services 8ervices Service \a',".:':: Dry Clean- uc".l:l‘::',"
Branch Branch Branch Branch Branch Center ing Branch 4
Navy Merchan- Admini- Data Distribution
Lodge dising strative Procesaing A°=:‘.‘:L‘;°" ann'oh' F'a",::?h" P.a"'.‘:‘:':‘"
Branch Branch Branch Branoh
Footastes:

Figure 2-13. NAVRESSO local command resale activity organization
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COD San Diego CA (10 stores) COD Pearl Harbor HI (2 stores)
Miramar Pearl Harbor
San Diego Barbers Point
Imperial Beach
Long Beach
Port Hueneme
NTC San Diego
North Island
Point Mugu
China Lake
El Centro
COD Jacksonville FL. (11 stores) COD Auborn WA (5 stores)
Jacksonville Bangor
Orlando " Whidbey Island
Mayport Bremerton
NWS Charleston Adak
NS Charleston Lakehurst
Roosevelt Rds Dahigren
Guantanamo Bay Crane
Cecil Field
Key West
Kings Bay
Athens
COD_Norfolk VA (5 stores) COD Mechanicsburg PA (7 stores)
Little Creek . Great Lakes
Oceana Philadeiphia
Norfolk Annapolis
Portsmouth Patuxent River
Yorktown Lakehurst
Dalgren
Crane
COD Oakland CA (9 stores) COD Davisville RI (8 stores)
Moffett Field New London
Alameda . Newport
Mare Island " Brunswick
Hamilton Mitchell Field
Lemoore Scotia
Stockton Governors Island*
Treasure Island Argentia
Fallon Cutler
Skaggs Island Winter Harbor
* The Governors Island Commissary is a U.S. Coast Guard commissary operated by the Navy Commissary
Program for the Coast Guard on a reimbursable basis.

Figure 2-14. NAVRESSO commissary operations divisions (COD)(8)
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RESALE ACTIVITY COMMISSARY REGION SUPPORT OFFICES (5)

COMSYREGSUPOFF Pensacola, Florida (9 stores)

Pensacola
Memphis
New Orleans
Corpus Christi
Gulfport
Meridian
Whiting Field
Beeville
Kingsville

COMSYREGSUPOFF Yokosuka Japan (4 stores)
Yokosuka '
Atsugi
Sasebo
Chinhae

COMSYREGSUPOFF Naples Italy (3 stores
Naples
Sigonella
La Maddalena

CONSYREGSUPOFF Dunstable, United Kingdom (2 stores)

Holy Loch
Edzeft

COMSYREGSUPOFF Subic Bay, Philippines (2 stores

Subic Bay
San Miguel

RESALE ACTIVITY COMMISSARY SUPPORT OFFICES (5)

Keflavik, Iceland
Bermuda

Exmouth, Australia
Rota, Spain

Guam, Mariana Islands

Figure 2-15. NAVRESSO resale activity commissary regions and support offices
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NEX-MANAGED LOCATION COMMISSARIES
Region Responsible Location No.
Pear] Harbor Lualualei, Ford Island 2
Yokosuka Negishi heights, Hario 2
Bermuda Bermuda Annex 1
Naples Gaeta 1
United Kingdom West Ruislip, London, 6
Brawdy, St. Mawgan,
Thurso, Machrihanish

Figure 2-16. NAVRESSO combined commissary/éxchange activities
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PRESENT MARINE CORPS COMMISSARY SYSTEM

The Secretary of the Navy (SECNAYV) has
delegated to the Commandant of the Marine
Corps (CMC) the authority to establish
(overseas only) or disestablish (U.S. and
overseas) commissaries and to designate
categories of items for resale. The CMC has
coequal status with the heads of the other
military Services in the development of overall
Department of Defense (DoD) commissary
operating policy.

The Marine Corps commissary system is
centrally managed by Headquarters Marine
Corps (HQMC). Data on the scope of the
present Marine Corps program is at Table 2-
9. The Deputy Chief of Staff for Installations
and Logistics (DC/S 1&L) acts on behalf of
the CMC as the Quartermaster General of the
Marine Corps. The DC/S I&L has
management responsibility for the Marine
Corps supply system, Marine Corps
installations worldwide and the Marine Corps
commissary system.

The Director, Facilities and Services
Division, serves as the principal Headquarters
staff head with responsibility for commissary
operations (See Figure 2-17). In addition, the
Director serves as the funds manager for the
Marine Corps Trust Revolving Fund
(MCTRF). Policy guidance and financial
management are established and exercised by
HQMC (LFS). The Head of the Services
Branch (LFS) assists the Director of the
Facilities and Services Division in the
development, publication and implementation
of policies and procedures for the management
of commissaries and commissary complexes.
The Head, Services Branch exercises command

and control over commissary complex
directors. Organization is depicted in Figures
2-17, 2-18, 2-19, and 2-20.

The Marine Corps operates 15
commissaries under the cognizance of two
complexes located at Marine Corps Base,
Camp Lejeune, North Carolina (7 stores) and
Marine Corps Air Station, El Toro, California
(8 stores). See Figure 2-17. Each Complex
also operates a Central Distribution Center in
support of complex stores. The Commissary
Complex Director is responsible for the
management of central inventory control,
central distribution centers, automated data
processing centers and commissary operations.
See Figure 2-21. The functions of the complex
director are further detailed in Figure 2-22.

Operations of the Marine Corps
commissary system are financed by
Department of the Navy Stock Fund (Marine
Corps Division), Operations & Maintenance
Marine Corps, Military Personnel Marine
Corps and Marine Corps Trust Revolving
Fund.

The Department of the Navy Stock Fund
(Marine Corps Division) is a revolving fund
under the control of the DC/S I&L. The
Stock Fund finances the procurement of resale
inventories in support of Marine Corps
commissaries worldwide. Requirements are
developed at the complex headquarters and
forwarded to HQMC (LFS) for review and
consolidation. HQMC (LFS) develops and
justifies requirements for the upcoming fiscal
year and forwards the requirements to the
DC/S I&L for review and approval. Stock
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Fund authorization is issued to the host
installation supporting the Commissary
Complex Headquarters.

Operations and Maintenance, Marine
Corps (O&MMC) and Military Personnel,
Marine Corps (MPMC) are appropriated funds
supporting civilian and military pay and
benefits. In addition, appropriated fund
support is provided to support transportation
of merchandise overseas. Funding and staffing
for Marine Corps commissary operations are
controlled and administered at the respective
complexes under the principle of managing to
payroll. Consequently, the staffing level of the
Marine Corps Commissaries is based on
management needs rather than a firm table of
allowances.

The Marine Corps Trust Revolving Fund
(MCTRF), is used for facility improvements
and new commissary construction, equipment
replacement, services, utilities (CONUS) and
operating supplies. MCTREF is centrally
managed at HQMC (LFS).

Within the United States, contracts for the
procurement of brand name merchandise are
administered by Defense Personnel Support
Center (DPSC). Non-brand name items are
purchased locally by Blanket Purchase
Agreements (BPA). Replenishment
requirements for Central Distribution Center
inventory are automated using the capabilities
of the Commissary management Information

System (CMIS) to generate order quantities.

CONUS stores determine requirements for
CDC stocked items and electronically transmit
order data to the CDC. Orders are prepared
and shipped within 24 hours based on a

.predetermined order cycle. The exceptions

for this procedure are the commissaries

A DOD STUDY OF MILITARY COMMISSARIES ==

located at Quantico, Virginia; Albany, Georgia;
and Kanehoe Bay, Hawaii. These stores
maintain their own warehouses. Requirements
for BPA items are determined at store level.
All billing is centralized at the complex level
using CMIS capabilities to consolidate and
track receipt documents awaiting processing
for payment. The host Finance and
Accounting Office for the complex processes
bills for payment. '

Overseas orders are processed in the same
manner as CONUS orders utilizing the
capabilities of CMIS. Predetermined container
bookings and standardization of requirements
have minimized order ship time. The use of
the CDC for shipment of orders to the
overseas store affords the OCONUS customer
the same price benefits provided to the
CONUS patron. Order ship time to the
Iwakuni, Japan Commissary is only 27 days
due to the aforementioned efficiencies.

The Marine Corps commissary system
consolidates all receipt information via
automated data transfer to the complex
headquarters for payment purposes. In the
case of BPAs, the hard copy of the delivery
ticket remains at the store with the receipt
information electronically transferred to the
complex for consolidation and payment. CDC
items are charged to the stores as individual
customers, using automated billings generated
by CMIS. :

Line item stockage in Marine Corps
Commissaries is limited to those items
authorized in DoD Directive 1330.17-R with
the exception, that the Marine Corps
Commissaries do not stock tobacco products.
Health and beauty aid products are limited to
family size only. Local items are approved by
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the commissary officer with concurrence of the
Complex Director.

The Marine Corps commissary system has
converted all front end operating systems to
scanning check-out registers. The scanned
data becomes a base for shelf allocation and
item selection. The current CMIS (operational
since 1979) supports information processing for
the Marine Corps Complexes utilizing Sterling
Software’s Distribution IV applications.

- Automated functions provided by this system
include:

® Processing store orders to the CDC.
® Invoicing CDC to store shipments.

A DOD STUDY OF MILITARY COMMISSARIES =

General accounting functions.

Voucher processing.

Inventory management.

Suggested order quantities using a
scientific order model.

The Commissary Construction Program is
managed at HQMC (LFS). New commissary
construction is approved and prioritized based
on a determination of need and available
surcharge dollars. The replacement of
equipment determined to be a capital asset is
submitted at HQMC (LFS) for review and
approval.
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Sales and inventory data ($millions)--
FY 1988 % of Sales FY 88
SalesinUS. .........coivvvnnnn.. $1,67.7 oo vvvnn 98%
SalesOverseas ........co0vvveennn. $36 ........... 2%
Total Sales* . . ............... $1713 ... .. ... .. 100%
Sales Grocery> ............ccc0uun.. $1331 .......... 78%
SalesMeat . ...........ciiiviun... $279 .......... 16%
Sales Produce . ..................... $103 ........... 6%
Inventory (Average) .................. $8.8
On Order (Average) ........c.covvvunn. $5.1
Stock Turn . . ............ ..., 18.6 times per year
Number of stores (FY 1988).-:
Stores
U, i i e e e e 14
OVerseas . ......cuuviimnneennnnnnens 1
Total ........ ..., 15
Authorized staffing (FY 1988)--
Military Civilian Total
Above Store Level ............... e 0 98 98’
AtStore Level ....................... 2 691 693
Total ......... ... 2 789 791
Productivity measures--
Average Sales perworkyear .............. 0 i, $217,110
Average Sales perwork hour .............. ... .. .. ...... $104
Average Sales pertransaction . . ..........cittiittneran.. $44
Average Sales per sq foot permonth ...................... $63
ISaies stated at cost of goods soid
3Sales suated at retail
Jinciudes 31 CDC man-years

A DOD STUDY OF MILITARY COMMISSARIES ==

Table 2-9. Marine Corps commissary program--FY 1988
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COMMANDANT OF THE MARINE CORPS

DEPUTY CHIEF OF STAFF FOR
INSTALLATIONS AND LOGISTICS

FACILITIES AND SERVICES DIVISION

DIRECTOR

EAST COAST COMMISSARY WEST COAST COMMISSARY
COMPLEX (7 STORES) ’ COMPLEX (8 STORES)

Figure 2-17. Marine Corps’ commissary organization--level 1
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FACILITIES AND SERVICES DIVISION
(LF)
LAND USE AND FACILITIES SERVICES | TRAFFIC
MILITARY BRANCH BRANCH MANAGEMENT
CONSTRUCTION (LFF) (LFS) BRANCH
BRANCH ‘ (LFT)
(LFL)

Figure 2-18. Marine Corps commissary organization--level 2

PAGE 2-49




A DOD STUDY OF MILITARY COMMISSARIES ==

SERVICES
BRANCH
LFS
GARRISON FOOD SERVICE
COMMISSARY MOBILE GARRISON AND
SECTION EQUIPMENT PROPERTY SUBSISTENCE
SECTION OFFICE SECTION
(LFS-1) (LFs-2) (LFS-3) (LFS-4)
FIELD OPERATING UNITS
EAST COAST WEST COAST EAST COAST WEST COAST
COMMISSARY COMMISSARY FOOD FOOD
COMPLEX AND COMPLEX AND MANAGEMENT MANAGEMENT
SUBORDINATE SUBORDINATE TEAM TEAM
STORES (7) STORES (8)

Figure 2-19. Marine Corps commissary organization--level 3
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CMIS

CONSTRUCTION &
EQUIPMENT

SCANNING

COMMISSARY

STOCK FUND|
(PROGRAM) SECTION
0&MCC
PROGRAM

MCTRF
(PROGRAM & EXECUTION)
POLICY PROGRAM REVIEW
CONGRESSIONAL
MCO P4065.1E IG
MCO P4064.3 (LAUNDRY) FIELD SUPPLY & MAINTENANCE
' ‘ANALYSIS OFFICE (FSMAOQ)
Figure 2-20. Marine Corps Headquarters--Commissary Section responsibilities
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E
COMMISSARY OPERATIONS
WEST COAST COMMISSARY COMPLEX
MCAS, EL TORO, CA

COMPLEX DIRECTOR

[ | [ ]
ADMIN ‘ FINANCIAL OPERATIONS |- | PURCHASING SYSTEMS

COMMISSARY OPERATIONS
EAST COAST COMMISSARY COMPLEX
MCB, CAMP LEJEUNE, NC

COMPLEX DIRECTOR

I I l : ]
ADMIN FINANCIAL OPERATIONS PURCHASING SYSTEMS
|

b

Figure 2-21. Marine Corps commissary complex organization
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_

COMMANDANT OF THE
MARINE CORPS (LFS)

COMMISSARY
COMPLEX DIRECTOR

OPERATIONS BRANCH ADMINISTRATIVE BRANCH
Merchandising/Marketing Advice/Assistance/Orientation on
Work Measurement Administrative Matters
Patron/Market/Price Surveys Forms Control Program
Training Procedures/Polocies Review
Advice/Assistance on Retailing Directives/Publications Program
Merchandise Productivity - Table of Organization Maintenance/Preparation
Vendor Performance . . Reports Control Program
Equipment Selection Property Accounting
Compliance Reviews Personnel Actions
Inventory Control Typing/Clerical/Mail/Centralized Files
Merchandise Selection Facility Improvement Requests
Special Projects Training/Special Projects
Management Analyses Supplies
Investigations Performance Standards/Appraisals

Facility Improvement Collection Agent Responsibilities
Store Liaison .

FINANCIAL MANAGEMENT BRANCH

SYSTENS MANAGEMENT BRANCH Administration of Funds
Technical/Administrative Data Systems Control Certification of Invoices
Program Development/Modification/Maintenance Budgeting (Annual and Mid-Year)
Operations of Organic Computer System Audits
Systems Documentation Accountability of Inventories
Training Capital Investments
Feasibility Studies Maintenance of Integrated Information and
Equipment Requirements/Maintenance Reporting Systems
Scheduling Accounting
Special Projects Internal Review

) Training
Special Projects

WAREHOUSE BRANCH . Operating Statements
Receiving/Storage/Distribution
Housekeeping
Insect Control PURCHASING BRANCH
Material Handling Equipment Maintenance Merchandise Requirements/Selection
Inventory Control (Physical) Price Computation
Conduct Inventories Requisition/Purchase
Trailer Maintenance Product Mix Assessment
Shipment Control Initiate Ordering Documentation
Stock Rotation Process Receiving
Work Measurement Data Collection Vendor Presentations
Training . Contractual Negotiations
Security Salesmen Interviews

Training

Figure 2-22. Marine Corps commissary complex organization and functions
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PRESENT AIR FORCE COMMISSARY SYSTEM

The Air Force Commissary Service
(AFCOMS) is a separate operating agency
(SOA) under the direction and control of the
Board of Directors (BOD), AFCOMS, whose
chair person is the Director of Engineering
and Services, HQ USAF/LEE. Data on the
scope of the present Air Force program is at
Table 2-10. AFCOMS provides food to Air
Force dining halls and 149 commissary resale
stores around the world.

AFCOMS consists of four elements: A
board of directors, headquarters, regions, and
commissary stores. The board of directors is
responsible to the Air Force Chief of Staff. It
consists of senior officers at the Air Staff and
the Chief Master Sergeant of The Air Force.
The board provides direction to the AFCOMS
commander for commissary operations;
approves basic policies, plans and programs;
reviews and approves financial plans and goals;
and reviews operating resuls.. -

AFCOMS headquarters is located at Kelly
AFB TX. Personnel include specialists in
finance, administration, computer sciences,
personnel, engineering, and commissary
operations. Organization chart is at Figure 2-
24.

AFCOMS consists of seven stateside and
four overseas regions. Region directors and
commanders supervise seven or more stores,
each headed by a commissary officer or store
manager. Approximately 7,736 civilians and
940 military are assigned to AFCOMS
throughout the world. The regions are
responsible for implementing AFCOMS plans,
policies, programs, and procedures. Regions

provide close supervision and assistance to
stores when needed.

Organization chart depicting the worldwide
structure is at Figure 2-25. Detailed
organization chart for AFCOMS Regions is at
Figure 2-26, and the typical CONUS
Commissary at Figure 2-27. The structure of
the Headquarters Air Force Commissary--
Europe is depicted at Figure 2-28; (European
Regions are organized in the same manner as
CONUS Regions). See Figure 2-29 for the
stand-alone Commissary Europe Region
organization. Figure 2-30 shows the structure
of the Headquarters Air Force Complex;
Figure 2-31 the Okinawa Complex, Figure 2-
32 the Distribution Center; and Figure 2-33
the typical Okinawa Complex Commissary.
The stand-alone commissary (Pacific Region)
is shown at Figure 2-34.

Commissary subsistence inventories are
financed with Air Force revolving stock fund.
This fund is reimbursed from sales receipts
and charge sales generated through the resale
commissary stores. Troop support inventories

and issues are supported solely from-

appropriated funds. Additionally, appropriated
funds pay military and civilian personnel costs
and TDY, PCS, contracted services (e.g., shelf
stocking, warehousing, etc.), administrative
supplies, and equipment at the above store
level, transportation of subsistence and
supplies to overseas commissaries.

The Air Force revolving stock fund budget
is developed at Headquarters AFCOMS, based
on prior two year sales history and most recent
five months sales data. Regions review and
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make recommended changes. Headquarters
AFCOMS then submits the budget to
Headquarters Air Force, Director of Budget
Operations (AF/ACBO), who in turn submits
it to OSD for final approval. Upon approval
the budget is furnished to regions and stores
for execution.

Each year AF/ACBO furnishes HQ
AFCOMS with Operations and Maintenance
(O&MAF) funds. The HQ AFCOMS
Comptroller then distributes funds to regions
separately for travel and personnel costs.
Travel funds are sent to AFCOMS Region
Headquarters. The regions control and issue
travel funds. Funds for personnel costs are
sent directly to the using AFCOMS activity,
except in the case of AFCOMS Europe and
Pacific Regions where funds are issued to

respective Region Headquarters who in turn

issue funds and funding documents to the
servicing Accounting and Finance Office
(AFO). Funding documents are sent from HQ
AFCOMS to each AFCOMS activity and
servicing AFO. Surcharge funds are sent from
HQ AFCOMS directly to each region. The
regions are responsible to control and
administer these funds. Orders placed against
these funds are approved by the regions
except as authorized by the Region
Commander or Director.

The Air Force trust revolving fund
(surcharge) collections (5 percent of sales) are
used for new commissary construction, facility
improvement, equipment repair and
replacements, services, utilities (CONUS) and
operating supplies. Surcharge is also used to
offset loss to the revolving stock fund resulting
from shrinkage, spoilage, and pilferage of
inventory.

A DOD STUDY OF MILITARY COMMISSARIES ==

In CONUS, commissary officers requisition
the majority of their subsistence against supply
bulletin contracts awarded by the Defense
Personnel Support Center (DPSC). These
contracts are administered by the region
directors/commanders. Non brand name items
are purchased locally against blanket purchase
agreements (BPA). These contracts are
awarded by the local base procurement officer
and administered by region
directors/commanders. Commissary officers
determine requirements using the automated
commissary operations system (ACOS) which
maintains a perpetual inventory system,
processes receipts, generates suggested orders,
and updates general ledger accounts. Payment
of subsistence receipts at CONUS
commissaries is made by each local servicing
accounting and finance office after the
commissary officer verifies receipts and
prepares a receiving report.

Overseas commissary officers requisition
subsistence directly from the Defense
Personnel Support Center (DPSC), Defense
Subsistence Region Europe (DSRE) and
Defense Subsistence Region Pacific
(DSRPAC). Semiperishable requisitions are
generated at store level, using as a guide line,
the suggested order produced from the
automated commissary operations system
(ACOS). These requisitions are transmitted
from each store to. DPSC on a monthly cycle.
Semiperishable subsistence requisitions are
processed through the direct commissary
support system (DICOMSS). Payment under
DICOMSS is effected by each individual
servicing accounting and finance office through
the interfund billing process between finance
and DPSC. Perishable requisitions are
handled much the same as semiperishables,
except generated semimonthly to DSRE or
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(DSRPAC). DISCOMSS procedures are used
for shipment of perishable merchandise to
commissaries overseas which are not
supported by overseas perishable depots. The
Zweibrucken Army Finance and Accounting
Division pays for all merchandise procured
locally through DSRE, charging the Air Force
Stock Fund account through cross-disbursing
procedures. Payment support is provided by
the AFO at RAF Lakenheath, UK, to DSRE-
UK for DSRE subsistence procurement in the
‘UK

Product groups which may be stocked in
Air Force commissaries are limited to these
authorized in DOD directive 1330.17-R,
Armed Service Commissary Store regulation.
Line item stock assortment authorized to be
carried in each store is determined through a
three tier selection process. The program
consists of the master stock list (MSL),
managed and maintained at Headquarters
AFCOMS. This list consists of the top selling
national brand name products. Only brand
name products which have national
distribution and are considered essential to
support patron demand are considered for the
MSL. The MSL represents approximately 80
percent of CONUS sales. In addition to the
MSL, each region may supplement the MSL
with a region stock list (RSL) and store stock
list (SSL), which normally are regional type
items, local product, and ethnic items. Items
selected for the RSL and SSL are unique to
specific geographical and local areas.
Periodically, headquarters and region review

boards are convened to update MSLs and
RSLs.

In 1987, AFCOMS began support of the
three commissaries in Turkey from the Robins
AFB Commissary. The goal was to reduce

A DOD STUDY OF MILITARY COMMISSARIES ==

order-ship-time (OST), improve the not-in-
stock position and reduce inventory levels.
All three stores are now ordering
semiperishables and perishables from Robins
AFB, Georgia, and the objectives have been
achieved. Fresher product at better prices
and a wider selection are now provided. The
OST has been reduced from 120 to 65 days.
Out-of-stocks have been reduced. A small
distribution center has been established at
Lackland AFB, Texas, that supports
commissaries at Kelly and Brooks AFBs. The
Kelly and Brooks stores were converted to a
truck-to-shelf operation with inventory levels
significantly reduced. The Gunter AFB
Commissary is supported from Maxwell AFB
Commissary in a similar manner with similar
results.

Due to an aggressive and well managed

construction update program, significant

progress has been realized in the facilities
improvement area. The key to success has
been the use of provisions of P.L. 97-321,
which is incorporated in section 2685(c) of
title 10, United States Code, and authorizes
contract authority for the surcharge account.
It has permitted the AFCOMS construction

program to move ahead at least four years in

the priority list. New requirements are
prioritized and presented to the Board of
Directors for approval and funding. After a
design instruction is requested and provided
by HQ USAF, it is provided to the
MAJCOM, who in turn provides it to the
base for review and submission to the
Secretary of Air Force for project approval.
Current requirements for new
construction/alteration of commissary stores,
including equipment, are estimated at $495
million.
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Sales Grocery
Sales Meat

Inventory (Average) ..

On Order (Average)
Stock Turn

------------

-------------------

uUsS.

-----------------

Above Store Level

At Store Level
Total

Note: Data includes troop issue

-----------------

Productivity measures--

Average Sales per work year
Average Sales per work hour
Average Sales per transaction
Average Sales per sq foot per month

Sales and inventory data ($millions)--

FY 1988 % of Sales FY 88

... $20186 .......... 82.0%
- 4421 .......... 18.0%
... $24607 .......... 100.0%
... $18328 .......... 78.9%
... $365.2 15.7%
oo, $1256 ..., . ... 5.4%
... $2314
..... $90.6
...... 10.6 times per year

Stores
..... 100
..... 49
..... 149

Military  Civilian Total
..... 136 622 758
..... 944 1.775 8.719
.... 1,080 8,397 9,477
................... $221,927
...................... $106
....................... $45
...................... $72
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Table 2-10. Air Force commissary program--FY 1988
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COMMANDER
Deputy to the Commander
Executive Ofticer

| L ] | | |
~ 8enlor General Staft Office of Otfice
somcutlve Enlisted Gounsel Environmental Public of the
1 Advisor Health Oftice Attairs Historian
{ 1 | : ! | ]
Directorate of Directorate of
Directorate of | Icommunications Directorate of Inspector Directorate of
Information & Computer Comptrotler Engineering Qeneral Operations
Management Systems & Training
Administrative Commissary Accounting Design & Inspection Contracting
Communication Operations Budget Construction
Management Design udge Internal Control Logistice
Cost Consultant Review
Publishing Management Services & Oversight Merchandising
& Records Support Reimburseable & Marketing
Management Design Coupons Security
& sa'e'y Plans &
Staft Support Program Readiness
Management [ 1 Training Subsistence
Directorate of Directorate of
Strategic Plans Manpower & Psryate:’ns &
& Analysis Personnel ocedures
1 Executive Secretariat to the AFCOMS Analysis Psll':lol:lal‘\"ol
Board of Direotors loocated In Financlal
Washington, D.C.; administratively Review Manpower &
asaigned to AFCOMS/CC Organization
Information Milltary
Note; Subordinate divisions listed
ot u=¢:: o::u.nlr::t:v'nu?” ot Systems Plans Personnel
Lo":,r:."” Special Exam-
ining Unit

Figure 2-23. Air Force Commissary Service (AFCOMS) organization
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]
HEADQUARTERS
AIR FORCE COMMISSARY SERVICE
CALIFORNIA NORTHEAST NORTHWEST NORTH CENTRAL
REGION 4 REGION REGION REGION
SOUTHERN SOUTHWEST SOUTH CENTRAL
REGION REGION REGION
HQ AIR FORCE HQ AIR FORCE
COMMISSARY SERVICE COMMISSARY SERVICE
EUROPE 2 PACIFIC REGION
CENTRAL UNITED
EUROPEAN KINGDOM MEDITERRANEAN
REGION REGION REGION
1 SCHEDULED TO CLOSE BY END FY 1890
2 S8CHEDULED TO BE FURTHER REDUCED IN S8TAFFING AND
INCORPORATED AS AN OPERATING LOCATION OF AFCOMS HQs IN FY 80

Figure 2-24. Air Force Commissary Service (AFCOMS) worldwide structure
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AFCOMS CONUS REGION STAFF
HQ AFCOMS
MANAGEMENT
(MS)
. RESOURCE OPERATIONS
MANAGEMENT DIVISION
DIVISION (MSO)
(MSR)
EQUIPMENT RESALE TROOP
&ngzzg BRANCH BRANCH
el (MSOB) (MSOC)

Figure 2-25. Air Force Commissary Service (AFCOMS) CONUS regional organization
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e |

AFCOMS CONUS REGION COMMISSARY

]

—*e.

HQ AFCOMS
AFCOMS CONUS
REGION
(MS)
COMMISSARY
MANAGEMENT
(MSB)
MANAGEMENT SUPPORT RETAIL SALES TROOP SUPPORT
CENTER MANAGEMENT WAREHOUSE
(MSBA) (MSBB) (MSBC)

CERv acR RECEIVING GROCERY PRODUCE MEAT
DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT
(MSBBA) (MSBBB) ¢ (MsSBBC) (MSBBD) (MSBBE)

I
l 1

RESALE STOCKER

WAREHOUSE SECTION
SECTION
(MSBBCA) (MSBBCB)

1 NOT MANDATORY FOR CLASS 1 AND 2 S8TORES.
Figure 2-26. Air Force Commissary Service (AFCOMS) typical CONUS commissary
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COMMANDER '
1

|

DIRECTORATE OF
OPERATIONS

DIRECTORATE OF
RESOURCE MANAGEMENT1

MEDITERRANEAN

REGION

CENTRAL EUROPEAN UNITED KINGDOM '
REGION REGION

1 BHOWN 18 A TRANSITION STAFF SCHEDULED TO BE FURTHER

CONUS REGIONS

REDUCED IN S8TAFFING AND INCORPORATED A8 AN OPERATING
LOCATION OF HQ AFCOMS DURING FY 1991. ON i OCTOBER 1901,
THE REGIONS WILL REPORT DIRECTLY TO HQ AFCOMS THE SAME AS

Figure 2-27. Headquarters Air Force Commissary Service--Europe

PAGE 2-62

e

Cxdane”

s

P



A DOD STUDY OF MILITARY COMMISSARIES ==

e
STAND-ALONE COMMISSARY (EUROPEAN REGION)

HQ AFCOMS
EUROPEAN
REGION
COMMISSARY
STORE
(MSB)
MANAGEMENT SUPPORT RETAIL SALES TROOP SUPPORT
CENTER MANAGEMENT WAREHOUSE
(MSBA) (MSBB) (MSBC)
°g§;3,%55" RECEIVING GROCERY PRODUCE MEAT
DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT
(MSBBA) (MSBBB) 1 (MSBBC) (MSBBD) (MSBBE)
|
I ]
RESALE STOCKER
WAREHOUSE SECTION
SECTION
(MSBBCA) (MSBBCB)
1 MAY NOT BE APPROPRIATE FOR OVERSEAS LOCATIONS.
) ESTABLISHED AT THE OPTION OF THE REGION COMMANDER.
Figure 2-28. Air Force Commissary System--Europe regional organization
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COMMANDER
DIRECTORATE OF DIRECTORATE OF
OPERATIONS RESOURCE MANAGEMENT
| ‘ STAND-ALONE
OKINAWA COMPLEX COMIISSARY

Figure 2-29. Headquarters Air Force Commissary Service--Pacific Region organization
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OKINAWA COMPLEX

HQ AFCOMS

PACIFIC
REGION

OKINAWA COMPLEX

(MS)
OPERATIONS RESOURCE
MANAGEMENT
DIVISION
DIVISION :
(MSO) (MSR)
'EQUIPMENT RESALE
& SUPPLY BN
BRANCH (MSOB)
" (MSOA)
Figure 2-30. Air Force Okinawa Commissary Complex organization
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{0
HQ AFCOMS
PACIFIC REGION

OKINAWA
COMPLEX
(M8)
OKINAWA
DISTRIBUTION CENTER
(MSW)
RESALE NONPERISHABLE RESALE PERISHABLE TROOP SUPPORT
WAREHOUSE WAREHOUSE WAREHOUSE
(MSWN) (MSWP) (MSWT)
TROOP TROOP
NONPERISHABLE PERISHABLE
WAREHOUSE WAREHOUSE
(MSWTA) (MSWTB
Figure 2-31. Air Force Okinawa Complex Distribution Center organization

PAGE 2-66



A DOD STUDY OF MILITARY COMMISSARIES ==

|
OKINAWA COMPLEX COMMISSARY
HQ AFCOMS
PACIFIC
REGION
[
OKINAWA
COMPLEX
(MS)
|
COMMISSARY
STORE
(MSB)
l
MANAGEMENT SUPPORT RETAIL SALES
CENTER MANAGEMENT
(MSBA) (MSBB)
CUSTOMER RECEIVING GROCERY PRODUCE MEAT
DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT
(MSBBA) (MSBBB) 4 (MSBBC) (MSBBD) (MSBBE)
STOCKER
SECTION
(MSBBCB)
1 MAY NOT BE APPROPRIATE FOR OVERSEAS LOCATIONS.
ESTABLISHED AT THE OPTION OF THE REGION COMMANDER.
Figure 2-32. Air Force Okinawa Complex typical commissary organization
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STAND-ALONE COMMISSARY (PACIFIC REGION)

HQ AFCOMS
PACIFIC
REGION
COMMISSARY
STORE
(MSB)
MANAGEMENT SUPPORT RETAIL SALES TROOP SUPPORT
CENTER MANAGEMENT WAREHOUSE
(MSBA) (MSBB) (MSBC)

CaERITER RECEIVING GROCERY PRODUCE MEAT
DEPARTYMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT
(MSBBA) (MSBBB) 1 (MSBBC) (MSBBD) (MSBBE)
|
[ - [

RESALE STOCKER
WAREHOUSE SECTION

SECTION

(MSBBCA) (MSBBCB)

1 MAY NOT BE APPROPRIATE FOR OVERSEAS LOCATIONS.
ESTABLISHED AT THE OPTION OF THE REGION COMMANDER.

Figure 2-33. Air Force Pacific Region stand-alone commissary organization
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DEFENSE LOGISTICS AGENCY
DEFENSE PERSONNEL SUPPORT CENTER (DPSC)
SUBSISTENCE DIRECTORATE

Defense Logistics Agency; DPSC
Subsistence Directorate has the responsibility
for the worldwide network of wholesale

subsistence distribution, procurement, and

inventory management for supply support of
the military Services as well as domestic
support for VA Hospitals, the Federal Prison
System and other authorized customers. The
additional responsibility for complimentary
activities to furnish quality control, cataloging,
technical data, and value engineering is also
assigned to DPSC.

Within CONUS, DPSC has a distribution
network of Defense Subsistence Offices
(DSOs)--20 commercial and 2 government
warehouses--for issue of hardy chill and frozen
subsistence to troop issue activities as well as
other authorized customers; V. A. Hospitals

for example. Fresh fruits and vegetables for

either troop issue or commissary activities are
also supplied by these DSOs via field
procurements or terminal market acquisitions.
For Europe, Kaiserslautern and Bremerhaven
warehouses provide perishable subsistence to
both troop issue and commissary activities in
Central Europe. All food items are the stock
of DLA until issue to military services. For
overseas customers other than Europe, issue of
perishables is accomplished in response to a
monthly requisition cycle by the Services.
Distribution is made via DSOs Bayonne, N. J.,
New Orleans, La., and Alameda, Ca.
Procurement of practically all hardy chill and
frozen perishables is accomplished through
indefinite delivery contracts written and

executed by DPSC. Individual commissaries,
regions, or districts order from vendors under
these contracts and included are highly
perishable items such as milk, eggs, meats, etc.
DPSC’s Pacific Region provides the same
service for Far East commissaries as well.

Semi-perishable procurement support to
commissaries in CONUS is provided via
contractual arrangements called supply
bulletins (open-end contracts, negotiated and
administered at DPSC). Stores or commissary
regions order directly from vendors and often
better the supply bulletin price since the
bulletin is a price quote, not an individually
negotiated price based upon a specific order.

Overseas semi-perishable support is
provided by the DPSC Direct Commissary
Support System (DICOMSS). DPSC publishes
and distributes brand name supply bulletins
and a master item identification listing for the
overseas commissaries. Commissaries in turn
submit requisitions monthly which are
converted into orders to vendors. If a van-
load quantity is ordered by a store from a
specific vendor, the shipment goes direct to
the store. Less than van-load quantities are
consolidated at the Defense Depot Tracy, CA.
(DDT) for the Pacific customers, and at
Defense Depot Mechanicsburg, PA. (DDMP)
for European customers. DDMP and DDT
are in essence break-bulk points.

For 9 select small Army stores in Europe,
incapable of receiving full SEAVANS from
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CONUS, semi-perishables are stored at
Defense Subsistence Storage Facility-
Germersheim, Germany. Requisitions
submitted from TSA for these stores result in
Material Release Orders being generated at
Germersheim. Also satisfied from
Germersheim stocks are high priority orders
from TSA or AFCOMS Europe which were
cancelled in the DICOMSS system, or for

which stores in Europe had no on-hand.

quantity.

Total wholesale sales to all DPSC
customers in FY 1988 was approximately
$1.655 billion. Of this amount, approximately
$619 million (37 percent) was for military
commissary support. Over the past § years,
sales to commissaries averaged 33.2 percent of
total sales. The commissary percentage of
total sales went from 29.2 percent in 1985 to
37.4 percent in 1988.

Cost of the total wholesale system related
to commissary support is as follows:

® The Defense Personnel Support Center
(DPSC) O&M costs not directly
reimbursed by the Services for FY 1988
total $35,478,356. Table 2-11 shows a
stratification of the cost by
Labor/Nonlabor, Overseas/CONUS, and
perishables/semiperishables.

® Total overhead costs at Defense Personnel
Support Center related to resale
subsistence are estimated to be $8.8
million annually.

® Defense Depot Tracy expended $2,305,000
and Defense Depot Mechanicsburg
expended $7,226,000 on resale subsistence
in FY 1988. No other DLA activities

A DOD STUDY OF MILITARY COMMISSARIES ==

other than DPSC provided O&M resale
subsistence support.

1

Labor .............. $11,7990,41
Nonlabor ............ $23.687.945
$35,478,356

Overseas ............ $22,428,653
~CONUS............. $13.049,703
$35,478,356

Perishable ........... $30,598,626
Semi-perishable . . . ...... $ 4.879.730
$35,478,356

Table 2-11. DPSC O&M costs not directly
reimbursed

® PDA [Procurement Defense Agencies
(material handling equipment and storage
aids)] costs averaged approximately
$701,570 per year over the last five years.

& New construction at Subsistence Storage
Facilities over the past 5 years (FY 1984-
1988) was $7.2 million. The commissary
portion of the total averaged $532,800 a
year. On the horizon is a $24 million
investment in warehouses at Defense
Depot Tracey, 20 percent ($4.8 million) of
this amount will be used for dry
subsistence warehouses for DICOMSS
subsistence.

® Total cost for the entire resale support is
approximately $55,044,000 annually
excluding annual real property
maintenance which DLA was unable to
provide.
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Chapter 3

A DOD STUDY OF MILITARY COMMISSARIES ==

THE GROCERY INDUSTRY AND ITS

MARKET

THE GROCERY INDUSTRY--A MACRO OVERVIEW

The commercial grocery industry is a
dynamic, multi-faceted business that changes
because of specific ingredients of the industry
or because of the economy at large. The
1980s have been generally bullish for the
industry with retailers, wholesalers, and
manufacturers seeing their prosperity rise
rather consistently with the general overall
growth seen during this time frame, in the
private sector. Growth brings about change,
and many changes were seen during the 1980s
such as the rise of superstores, hypermarkets,
and non-traditional grocery outlets (See
Section 3.2) and consolidation throughout the
industry due to mergers and acquisitions. If

the 1980s were viewed as exciting, the 1990s
may unfold as a real thriller with dramatic
innovations in systems and equipment as all
participants search for ways to overcome the
impending labor shortage.

Competition in the industry is an ever-
driving force and will remain so for the
foreseeable future. However, the face of
competition seems to be changing somewhat.
Price is still a powerful merchandising weapon,
but it’s becoming quite obvious that this is no
longer the industry’s principal strategy. While
approaches such as hot specials, cutthroat
pricing and double coupons remain as viable
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tactics, the degree of emphasis is declining.
Industry executives are looking towards more
emphasis on perishables, prepared foods and
demonstrations/sampling to forge the future.
Spending on advertising is increasing with
various retailers utilizing mailers and circulars,
newspaper inserts, and even radio and TV
time. While it is clear that the type of
competition may be changing, certainly the
degree of competition can only continue to
climb with increased efforts from non food
retailers, hypermarkets, restaurants and other
food-away-from-home outlets.

In-store competition is steadily evolving to
improve store profitability with the steady
expansion of non-food lines. For example,
having a full-line pharmacy increases the store
appeal as a one-stop shopping center, and
profit margins on drugstore items are typically
about twice those of conventional groceries.
Including prescriptions in the product mix has
a strong impact because profit margins are
higher; but, also, the prescription customer
increases the potential for repeat business and
is likely to shop the whole store while on-site.
Clearly the survivors and winners in this ever-
changing contest will be those who are
captained by visionary leaders capable of
developing future approaches to accommodate
evolving customer preferences and
demographics.

Undoubtedly, the number one challenge
ahead is the impending labor shortage brought
about by the "Baby Bust", the sharp decline in
the teenage population that should continue
throughout most of the 1990s. Competition
for the available human resources will be
exceptionally keen as all industries explore
ways to vie for available, qualified workers.
This shortage will be greatly multiplied by
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industry emphasis on labor-intensive service
departments. The increased use of part-timers
with the younger workers being primary
candidates for these jobs will greatly challenge
the industry for innovative approaches. (See
Figure 3-1)

4 OF TOP 7 CONCERNS OF RETAILERS

DIRECTLY INVOLVE THE LABOR FORCE

TOP 7 CONCERNS

LABOR QUALITY
LABOR COSTS

EMPLOYEE PILFERAQE

PRODUCTIVITY GAINS

INSURANCE COSTS - 177777777772772722272227] oo
QOVT REQULATIONS 1777777 7772z7022270
ENERQY COSTS | T &

] 20 40 [} 80 100
DEGREE OF CONCERN (%)

Bl LABOR FORCE OTHER

Figure 3-1. Retailer'’s major concerns

Presently there is much concern about the
effect of heightened inflation. Only a few years
ago, executives voiced concern over disinflation;
but now, after price increases of about 5 percent
in 1988, inflation is seen as a growing potential
problem. (Figure 3-2) During this same time,
“real" expenditures for food consumed in the
home decreased by .5 percent showing a direct
correlation between rising price levels and lower
rates of expenditure. Conversely, expenditures
for food eaten away from home paralleled the
upward trend of customer’s disposable personal
income. As the price differential narrows
between restaurant meals and food prepared at
home, consumers are increasingly less likely to
opt for the latter, as long as their disposable
personal income is advancing.  Essentially,
inflation can increase competition for the grocery
industry.
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CONCERN SHIFTING FROM INTENSIFIED
COMPETITION TO RISING COSTS

COSTS
COSTS
42%

COMPETITION

COMPETITION
76% 68%

1088 1989

Figure 3-2. Rising costs vs intensified
competition

Increasingly, industry participants are
realizing that it is important to choose a target
population and then market to it. Retailers are
spending more time and effort researching the
needs of their identified target markets before
designing a layout.  Stores often realize
advantages over competitors by careful research
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into such factors as the target consumer’s
tolerance for time spent shopping a large store
versus the often competing desire to have
multiple product categories under one roof.

The warehouse stores were popular in the
early 1980s but more recently appear to be out
of step with consumers seeking more service and
convenience. Some retailers are using bilingual
signs and product lines targeting the Hispanic
population. Mean-while, despite the appeal of
the food/drug combination formats to consumers
seeking one-stop shopping, conventional stores
seem to have carved a niche for themselves
among shoppers who find the larger stores
uncomfortable. The traditional outlets are
finding ways to differentiate themselves through
unusual services and departments. Marketing
surveys repeatedly find that service, rather than
price, is the factor most often cited by
consumers in determining where they shop for
groceries.

NON-TRADITIONAL GROCERY OUTLETS

The entry of discount retailers and mass
merchandisers into the food retailing business
has the potential of seriously affecting the
military resale community as they compete for
the Service members’ business in common
markets. Their strategy depends on being the
price leader in a market while offering the
convenience of one-stop shopping. This is also
the commissaries’ appeal, and it will lead to
direct confrontation that will result in
formidable competition for military business.
It is important that commissaries focus on this
emerging trend and position themselves to
retain their appeal, just as conventional

grocery retailers will be doing to maintain their
market share.

As shown in Table 3-1, industry executives
consider prospects for Superstores, Super
Warehouse Stores, Combination Stores,
Hypermarkets, and Wholesale Membership
Clubs to be much greater than Conventional
Supermarkets. The trend is toward larger
stores that offer one-stop shopping for
groceries as well as general merchandise in all
but rural markets where the population is too
small to produce the volume larger stores need
to survive. A major share of this competition
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Wholesaler executives Chain executives Manufacturers
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Fair/ Fair/ Fair/

13 48% 43 9 49% 40 11
10 22% 53 25 42% 44 14
33 16% 47 37 26% 45 29
22 35% 52 13 22% 55 23
60 10% 31 59 19% 32 49

Prospects for: Excel Good
Superstores* 3% 34
Convenience stores 39% 51
Super warehouse stores 28% 39
Combination stores** 26% 52
Specialty food stores 14% 26
Hypermarkets 13% 34

Wholesale membership clubs 10% 39
Conventional (std.) supers 7% 38
Warehouse stores 4% 25
Limited assortment stores 1% 10

Source: Progressive Grocer

* More than 30,000 square feet. **More than 25% non-foods and pharmacy.

53 8% 21 65 24% 47 29
51 8% 34 58 29% 36 35
55 8% 32 60 6% 51 43
1 3% 19 78 12% 35 33
89 1% 7 92 3% 21 66

Table 3-1. The future according to executives

in the future will come from discount
retailers and mass merchandisers as they
expand into full-line groceries with their
emphasis on name brand goods at lowest
prevailing prices. Grocers in markets
which compete with these new format
discount stores consider them to be a
significant competitive threat.

"The combination of food and general
merchandise appears likely to be the most
logical evolutionary development to take
place in the 1990s," predicts Margaret

Gilliam, director of equity research and a

senior security analyst for retail trade and
soft goods, First Boston Corporation.
While there have been combination stores
for many years, the difference is that until
Wal-Mart put together the Hypermart USA

format, according to Bernard Sosnick,
senior retail industry analyst with New
York City-based Deutsche Bank Group,
"No other retailer had tried to
operate...with gross margins that average 15
percent to 18 percent."

K-Mart (American Fare) and several
other discount retailers have also entered
the hypermarket arena, but all are going
slowly as they test the concept and redefine
their marketing strategies. According to
Joseph Ellis, first vice president of
Goldman Sachs & Co., New York, "While
several of the new hypermarket concepts
may be disasters so far when it comes to
their profitability, what is clear is that the
customers like them and therefore I believe
they will do well when they are executed well."
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Both Wal-Mart and K-Mart are also
testing concepts that offer the same one-
stop shopping convenience as the
hypermarkets, but on a smaller scale (Wal-
Mart’s SuperCenter, and K-Mart’s Super K-
Mart). It is thought that this concept will
have the same customer appeal, but at lower
operating costs, enabling them to be
introduced profitably into smaller markets.

"I believe the significance.of Hypermarket .

USA to Wal-Mart will, with hindsight, turn
out to have had nothing to do with
hypermarkets at all," says Carol Farmer,
president of Carol Farmer Associates, a New
York City-based marketing consulting firm.
"The hypermarket experience has shown
Wal-Mart how to build a SuperCenter with
a new merchandising, marketing and store
design format that has the power to obsolete
both  conventional supermarkets and
discounters, wherever they want to put it.
Rumor has it there are at least 300
SuperCenters in Wal-Mart’s future."

WAL-MART, HYPERMART USA

Wal-Mart opened three Hypermart USA
stores in 1988...Garland, TX; Arlington, TX;
and Topeka, KS...another is scheduled to
open in Kansas City, MO, in October, 1989.
The average size is 220,000 square feet, on
a 40-acre site. The merchandise mix is 25
percent grocery and 75 percent general
merchandise...there are health and beauty
aids with a pharmacy, an expanded
electronics department, a deli and bakery, a
seafood shop and a full line of produce,
frozen foods and dairy departments. They
provide a play area for children, and
convenient seating throughout the store.
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Currently, 77 percent of the merchandise
comes through the Wal-Mart distribution
system, which is considered essential to
volume buying and maintaining high levels of
in-stock. The two Texas stores were created
as co-ventures with Dallas-based Cullum
Cos., a regional supermarket company, but
the others and all future stores will have
direct food operations. Wal-Mart expects

sales. in the range of $80-100 million per

unit. - - -

As a point of reference, Table 3-2
compares Hypermart USA with the
traditional Wal-Mart Discount City.

—
Discount City Hypermart

Square footage - 65,000 222,000
Associates 120 600
Truckloads of

goods delivered

- daily " (up to) 3 20
Shopping carts 275 2,000
Parking spaces 390 1,600
Cash registers 14 60

Source: Wal-Mart

Table 3-2. Comparisonl of two Wal-Mart
retail stores

The two Hypermart USA stores in Texas
exemplify the threat they pose to existing
markets. Each of these stores, on opposite
sides of Dallas, are expected to have about
$150 million in sales in their first year of
operation, and that significant share of the
market ($300,000,000) has to come from
existing retailers.
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Robert Glass, Wal-Mart’s president,
recently said, "We don’t have experience yet
to know whether these stores will be
successful in the long run. What we have
found, though, is that customers like them,
that they have the ability to generate
tremendous sales, and that the customers will
shop the entire store." Pressures are more
acute for Hypermart USA since they operate
with gross margins of between 13 percent
and 14 percent, compared with closer to 18
percent for the SuperCenters.

K-MART, AMERICAN FARE

The K-Mart entry into the hypermarket
business is American Fare. Their one store
is located in an Atlanta, GA. suburb, and is
a joint venture with Bruno’s supermarket
chain. An analysis by Management
Horizons, a Division of Price Waterhouse,
indicates that "American Fare has taken
hypermarket retailing into a direction that
will result in a larger proportion of general
merchandise sales, higher margins, bigger
tickets, and more impulse purchases than
other hypermarket operators have
experienced."  They also describe the
American Fare concept as noted in following
paragraphs.

The 244,000 square foot store contains
a selling area of 214,000 square feet...35
percent for food, 60 percent for general
merchandise, and the balance in the "mall"
facing the checkout area. The 40,000 SKU’s
offer a narrow assortment, but they are deep
in selected categories. They expect to sell a
larger percentage of higher-margin "trendy"
products than the other hypermarkets.

A DOD STUDY OF MILITARY COMMISSARIES ==

American Fare is equipped with 81 fully-
automated POS registers: 61 custom-designed
central checkouts for both food and general
merchandise (8 express lanes), and 20 registers
located in the service departments. More than
600 employees are on the payroll. Sales are
expected to split 40-45 percent for general
merchandise, and 55-60 percent for food.
Sales objectives are in the $100 million range
annually ($80-85 million to break even).

WAL-MART, SUPERCENTER

The SuperCenter is a blend of a
traditional Wal-Mart store with a supermarket,
under one roof. There are currently three
stores... Washington, MO. (126,000 square feet);
Wagoner, OK. (94,000 square feet); and
Farmington, MO. (152,000 square feet). They
stock approximately 65,000 items and are
designed to replace existing Wal-Mart stores.
Glass noted, "So far the customers seem to
like these, with their sales as good or better
than planned."

The SuperCenter offers an auto center
and pharmacy, in addition to a traditional
assortment of general merchandise and a full-
line food store..the merchandise mix is
tailored to meet the specific needs of the
smaller Wal-Mart community it serves. The
SuperCenter will not offer the specialty shops
and services that are in the Hypermart USA,
nor the range of high-ticket, name brand or
licensed products which are carried to meet
the broader needs of a major metropolitan
market. It is expected that sales will split 60
percent/40  percent between general
merchandise and food, respectively...the goal is
a 50 percent/50 percent split.
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The Hypermart division will manage the
food side of the SuperCenter business, while
general merchandise will be managed by the
discount store division. There will be a
consolidated P & L statement for the entire
store, but also separate reports to insure close
monitorship of both businesses. There are
approximately 300 associates working in the
SuperCenter...parking spaces for about 1,100
cars...and 24 checkout registers.

Bill Fields, executive vice president of
merchandise and sales for Wal-Mart,
commented at the opening of the Washington,
MO. store, "We look at the SuperCenters as
an extension of our Wal-Mart stores. Our
strategy would be to consider any town (for a
SuperCenter) where we have a Wal-Mart."

K-MART, SUPER K-MART

The Super K-Mart is designed to compete
head-to-head with the Wal-Mart SuperCenter
concept. They opened two stores in 1988...in
Kankakee, IL., and Clinton, IA. Each has
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approximately 110,000 square feet, with 23,000
square feet of grocery merchandise. Both
stores offer prepackaged meats, dry goods,
frozen foods, produce and dairy products.
However, neither has a fresh meat counter,
bakery, fish or service deli department.

These two stores were remodeled from
vacant space adjacent to existing K-Marts
(SuperCenters were built new). There is no
separate entrance for the food department.
There are 20 central checkout registers, all
equipped with POS scanners...any merchandise
can be purchased at any register. Operating
hours are from 8 a.m. to 10 p.m., Monday
through Saturday, and 10 a.m. to 7 p.m. on
Sunday.

It has been reported that the Super
K-Mart concept went from the preliminary
discussion phase to opening in a swift six
months. It is also noted that there are
currently "hundreds" of K-Mart units with
adjacent vacant space available. If these two
test units are successful, K-Mart has the ability
to roll out the new format relatively quickly
and painlessly. ‘ :
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CUSTOMER SHOPPING HABITS

In that the military customer is just one
segment of the community at large, the
community shopping habits, and the industry
response to those habits, also reflect trends in
how the commissary customer views his food
expenditures.

An FMI (Food Marketing Institute) survey - -

of supermarket customers published in Super-
- market News (May 15, 1989) identifies what

customers consider important in their selection
of a supermarket to shop at, and how well
their current supermarket fulfilled those
expectations. Results for 1989 are shown at
Table 3-3.

The Progressive Grocer’s 56th Annual
Report on the Grocery Industry for 1989 (April
1989) included several surveys that reflect the
shopping habits of the supermarket customer.

—’

Good Variety or Wide Selection
Quality Meat

Courteous, Friendly Employees
Good/Low Prices

Readable and Accurate Shelf Tags
Convenient Location

Fast Checkout

Items on Sale/Money-Saving Specials
Nutrition & Health Info Available
Convenient Store Layout

Fresh Food: Deli/Bakery/Fresh Fish
National Brands

Express Checkout

One-Stop Shopping

Generic or Unbranded Products

Source: FMI.

Quality Produce (Fruit & Vegetables)

Expectations Fulfillment
Very/Somewhat Excellent/
Important Good Rating
98% 85%
96 . 86
95 84
94 A 85
92 )\
92 72
91 89
88 )|
84 77
84 55
76 83
76 81
72 88
71 )|
67 69
44 57

Table 3-3. Great expectations--how well stores meet them
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The competitive tactics used in the
supermarket industry to attract a greater share
of the local customer mix reflect what they
perceive are important to their customers.
Those strategies being used by more and more
supermarkets are generally the "winners" in
effectiveness in giving them the edge over their

Emphasis on Perishables
Fresh Prepared Foods Emphasis
In-Store Demos/Samplings
Hotter Specials

Customer Services
Newspaper Inserts

TV Advertising -

Hours Open
Mailers/Circulars
Newspaper Ads (ROP)
Non-Foods Emphasis
Store Coupons

Sunday Openings

Radio Advertising
Cutthroat Pricing
National Brand Emphasis
Flashy Merchandising Events
Half-Price Sales
Continuity Programs
Private Label Emphasis
Double Coupons

Chains’ Chain Exec

A DOD STUDY OF MILITARY COMMISSARIES ==

competitors (or preventing them from losing
ground to their competitors). Table 3-4 shows
those strategies with increased (decreased)
usage today, compared to supermarket chain
executives’ outlook on the future. Compare
this to the FMI survey of customer
expectations (Table 3-3).

Current Use Outlook
71% 95%
62 97
60 80
54 45
51 79
44 41
43 50
39 55
36 47
35 (21)
33 59
31 - 35
31 62
30 39
21 2
20 37

9 38
8 17
7 (6)
3 11
(3) a7

Source: Progressive Grocer

Table 3-4. Competitive chain store tactics and plans--percent increase in use
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While the greatest share of the consumers’
food dollar is spent in supermarkets, there is
increasing competition from fast food outlets
and non-traditional food retailers, such as
drugstores and mass merchandisers. Table 3-
5 shows how people at large are spending
their food dollar.

—

Percent Weekly Weekly

Outlet shopping trips  spending
Supermarket 100% 24 $61.51
Convenience store 41 24 9.67
Specialty/other food store 18 1.6 17.46
Fast Food restaurant 66 24 13.49
Mass merchandiser 63 14 19.40
Drugstore 64 14 1359
Source: Progressive Grocer

Table 3-5. Average food expenditures among
shoppers

How loyal are customers to their primary
grocery store? Table 3-6 shows the average
number: of supermarkets shopped in each
week and the percent of food dollar spent in
primary stores. This would indicate that once
a preferred store is selected, customers will
spend the greatest share of their food dollar
there, even though they may shop at other
stores as well. '

The day of the week, and the time of day,
when consumers do their major grocery
shopping varied greatly. Employment status
(and whether both heads of household
worked) was the significant factor...they go
when work permits. Customers who were not
employed tended to shop earlier in the week
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and in the mornings. Younger consumers
were likely to shop later in the week.
Regardless of when they shopped, most
consumers spent about 50 minutes in a
supermarket for a major shopping trip. Table
3-7 shows the time of day when most
consumers were likely to make a major
shopping trip...Figure 3-3 shows the day of
week most likely for a major shopping trip.

|
Number of supermarkets shopped in each week:

® ONE .....iiiiii i et e 25%
O TWO ... ittt it it 47%
® Three .......ciiiiiiiinninnnnnnn 2%
® Fourormore .........covvnenennnn. 6%

Percent of food dollar spent in:

® Primarystore ..............c00.... N%
® Other Stores . . .. .. .vvineveennnnnnn 29%

Source: Progressive Grocer

Table 3-6. Store loyalty prevails

Morning Afternoon Evening Late Night
(8 am.- (Noon- (Spm.- (9p.m.-
Noon) Spm) 9pm) 8am)

Total 37% 8% 2% 3%
Monday 51 33 16 -
Tuesday 38 38 17 7
Wednesday 26 48 24 2
Thursday 40 40 19 1
Friday 26 25 39 10
Saturday 36 39 2 3
Sunday 52 28 17 3

Source: Progressive Grocer

Table 3-7. Time of day chosen for a major
shopping trip (by percent)
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1984 ....179% 1987 .. 84%
1985 ....80% 1988 .. 9.0%
1986 ....81% 1989 .. 9.5%
1991-93 (estimated) . ...... 10.0%

Gross margins are increasing for food wholesalers.

Table 3-8. Gross margins--food wholesalers -

industry

on the mid-to-small-size grocery chains.
Additionally, the consolidation activity has
obviously produced fewer, yet bigger,
wholesalers who will be in the enviable
position of demanding greater profit margins.

e b s e ataentwad angepTee cthe e s LGEd e

¢ 1

Recent survey data indicates that
wholesalers perceive an increase in the
number of deals and allowances offered, in
the performance requirements on deals and
allowances, in the usage of manufacturer’s
material, and in the number of new item
presentations. In 1987, supermarkets
supplied by wholesalers accounted for more
than 50 percent of the industry’s volume for
the first time; 1988 saw a slight increase to
this figure. Although the number of firms
continued to drop because of consolidations,
the firms remaining were more productive in
1988. Net sales and tonnage both increased
from 1987, while transportation, utilities and
insurance costs all fell as a percentage of

sales.

- PAGE 3-12
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1984 .... 7.9% 1987 .. 8.4%
1985 .... 8.0% 1988 .. 9.0%
1986 .... 8.1% 1989 .. 9.5%

1991-93 (estimated) ....... 10.0%

Gross margins are increasing for food wholesalers.

- Table 3-8. Gross margins--food wholesalers
industry

on the mid-to-small-size grocery chains.
Additionally, the consolidation activity has
obviously produced fewer, yet bigger,
wholesalers who will be in the enviable
position of demanding greater profit margins.

A DOD STUDY OF MILITARY COMMISSARIES ==

Recent survey data indicates that
wholesalers perceive an increase in the
number of deals and allowances offered, in
the performance requirements on deals and
allowances, in the usage of manufacturer’s
material, and in the number of new item
presentations. In- 1987, supermarkets
supplied by wholesalers accounted for more
than 50 percent of the industry’s volume for
the first time; 1988 saw a slight increase to
this figure. Although the number of firms
continued to drop because of consolidations,
the firms remaining were more productive in
1988. Net sales and tonnage both increased
from 1987, while transportation, utilities and
insurance costs all fell as a percentage of
sales.
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A DOD STUDY OF MILITARY COMMISSARIES ==

COMMISSARY PATRON BASE

OVERVIEW

Authorized commissary patrons are a very
diverse segment of the community at large
who depend on the commissary as an integral
part of their overall compensation package.
There is a deep seated feeling that the
commissary is an entitlement that "comes with
the job" and this fosters "expectations" for
levels of service and savings that create the
environment in which the commissaries must
operate. To better serve the needs of this

| _ patron base and to achieve optimum return on

appropriated fund investments, it is important
to fully understand just who our customers are
and what influences their buying decisions.

Commissary privileges are authorized for
the classes of individuals, organizations, and

activities specified in paragraph 2-101.1
through 2-101.19 of DoD Directive 1330.17-
R (Appendix B). "The primary consideration
in authorizing commissary privileges to
individuals is the compensation status of the
member, or in the case of dependents, the
sponsor’s compensation status. The intent of
patronage is to provide an income effect
benefit through savings on food and
household items necessary to subsist and
maintain the household of the military
member and family for the inclusive period
of compensated duty. The primary
consideration in authorizing commissary
privileges to organizations or other activities
is the compensation status of the beneficiary
of the organizational or activity support."
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The core of the commissary patron
" base is active duty Service members and
their immediate families, retirees, and
selected reserve members. These groups

A DOD STUDY OF MILITARY COMMISSARIES ==

represent about 7 3/4 million authorized

commissary customers worldwide. Their-

composition is described in the following
paragraphs.

DEMOGRAPHICS

ACTIVE DUTY .

- TROOP STRENGTH

. There were 2,115,773 Service members on
active. duty as of 31 March 1989. A break out
by Service is shown at Figure 4-1.

As of 31 Mar 89
Army
764,269
681050
1.
2\
Marines
194,860
Air Force
s w tere Servicss 675,604

Figure 4-1. DoD active component strength

TRENDS

Troop strength has been relatively stable
"since the Vietnam Conflict. A historical
perspective of Service troop strength levels is
shown at Figure 4-2. The FY 1990/1991 DoD

Biennial Budget reflects active duty strength
going from 2,133,000 in FY 1989 to 2,138,200
in FY 1990 (growth primarily in Navy), to
2,135,000 in FY 1991 (loss primarily in Air
Force with planned reductions in GLCM
forces associated with - the INF Treaty).
However, there are indications that a more
sizable reduction will occur if more troops in
Europe are withdrawn as a result of peace
initiatives, and if budget cuts continue at
current pace.

.|
8 th (Thousands)
800 trength (Thou:

"earovzurenooozuuu
End Flscal Year

Services
—— Army =+ Alr Force —%-Navy. —S—Marine Corps

tors Serviess

Figure 4-2. DoD active component personnel
strength trends
RECRUITMENT

While only 49 percent of those in their
first term reenlisted in FY 1988, 85 percent of
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those past their initial extension reenlisted
(Table 4-1). This compares to rates of 37
percent and 72 percent, respectively, for FY
1978--an increase of 32 percent and 18
percent, respectively in ten years. The cost of
training and the dwindling labor pool from
which to draw will reduce the success of
recruitment efforts and  increase the
importance of retention in the years ahead.

This will accelerate the aging of the Services

and the retention of perceptions of
commissaries being formed today. The
Services will rely increasingly on the Service
members’ life style as a key inducement to
retain qualified people, and the military resale
services contribute significantly to a favorable

- quality of life. Trends in the work force at

large that will affect recruitment include:

e Smaller labor supply (1.0 percent growth
in 1990s compared to 2.9 percent growth
in 1970s).

® Drop in younger age groups (24 percent
decline in military aged youth).

® Aging work force (median age of 39 in
2000 compared to 35.5 today).

e More women (60 percent of all labor force
additions between 1985-2000 will be
women).

® More minorities and immigrants (Blacks,
Asians, and Hispanics account for 70
percent of growth in labor force through
2000--white males only 15 percent of
growth). -

® Shortage of trained or trainable personnel
(1/3 of the labor force over 17 cannot
adequately read, write or compute--jobs

 ep gy e e

A DOD STUDY OF MILITARY COMMISSARIES ==

are becoming more technical and require
frequent retraining--increases competition
for smaller pool of qualified people).

Increase

First Term FY78 FY88 (Decrease)
Army 36% 48% 33%

~ Navy 40 54 35
Marine Corps 29. 26 (10)
Air Force 41 55 34
DoD 37 49 32
Career ‘
Army 69 98 42
Navy 64 76 19

Marine Corps 69 76 10
Air Force 82 88 7
DoD T 85 18

Source: Washington Headquarters Services.

Table 4-1. Reenlistment rates

OFFICER/ENLISTED RATIOS

Overall, officers comprise 14.2 percent of
the total active duty strength. This is up from -
1984 when officers were 14.0 percent of the
total (298,829 officers in a total of 2,139,730).
Congressional efforts to improve -the balance
of this ratio appear to have achieved their
purpose. The number of officers is one
indicator at the local level of the different
needs and capabilities of a store’s patrons.
The break out of officers and enlisted
members by Service as of 30 September 1988
is shown at Table 4-2. '
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Marine Air :
Army Navy Corps Force Totals

Officers 106,963 72,427 20,079 105,126 304,595

Enlisted ' 660,445 514,244 177,271 466,856 1,818,816

Academy Cadets ' 4,439 5.899 - . 4,464 14,802
| Totals ' 771,847 592,570 197,350 576,446 2,138,213

Note: As of September 30, 1988.

Source: Washington Headquarters Services.

A DOD STUDY OF MILITARY COMMISSARIES ==

: Table 4-2. Officer and enlisted strengths

RANKS
A more detailed break out of officer and
enlisted members’ ranks in each Service is

shown at Table 4-3. Since a member’s rank
determines salary level, this data is an
important indicator to the resale community of
spendable income. -
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Rank/Grade DoD Army Navy Corps Force
GEN - ADM 36 _ 10 10 3 13
LTG - VADM 123 47 31. 8 37
| MG - RADM 367 143 83 24 117
BG -RADM(L) = 531 197 132 ‘ 35 167
COL - CAPT 14,400 4,427 3,824 640 - 5,509
LTC - CDR 32,882 10,860 7,973 1,623 12,426
MAJ - LCDR 53,234 16,791 13,614 3,214 19,615
CPT -LT 105,805 34,007 22,621 6,131 43,046
1ILT -LT (JG) 42,408 15,055 ‘ 8,478 4,274 14,601 .
2LT - ENS 35,298 10,350 12,705 2,648 9,595
CWO - W4 3,176 2,126 862 188 -
CWO - W-3 4,829 3,776 7174 279 -
CWO - W-2 8,827 6,921 1,320 586 -
WO - W-1 2,679 2,253 - 426 -
Total Officers . 304,595 106,963 72,427 20,079 105,126
E-9 15,166 - 4,256 4,569 1,483 4,858
E-8 38,326 - 14,708 10,129 3,812 9,677
E-7 132,996 50,873 33,765 9,505 38,853
E-6 244,472 87,146 82,910 15,474 58,942
E-S ‘ 360,875 117,695 105,958 25,423 111,799
E-4 458,885 200,171 108,840 - 32,939 116,935
E-3 304,732 93,272 72,714 53,997 84,749
E-2 : 145,079 48,944 46,838 21,310 27,987
E-1 o 118,285 43.380 48,521 13,328 13,056
Total Enlisted 1,818,816 660,445 514,244 177,271 466,856
Cadets & Midshipmen 14,802 4,439 5,899 - 4,464
Grand Total 2,138,213 771,847 592,570 197,350 576,446
Note: As of September 30, 1988
Source: Washington Headquarters Services

Table 4-3. DoD active component military personnel strength by grade
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Generally, the military consumer is younger
than the market at large, with 70.5 percent being
30 or younger--16.8 percent are 21 or younger

A DOD STUDY OF MILITARY COMMISSARIES ==

(as of 31 December 1988). A break out of
these statistics is shown at Table 4-4. However,
as noted above, the average age of troops will
likely increase as recruitment becomes more
difficult and emphasis is placed on retention.

Source: Washington Headquarters Services.
Note: Includes DOD active components only. As of December 31, 1988.

. MARINE AIR TOTAL
ARMY NAVY CORPS FORCE DOD
Under 21 4 135889 6 107,186 0 52,014 0 59,119 50 354208
21-25 15,694 231,586 11,831 176,544 3,772 69,563 12,751 156,756 44,048 634,449
26-30 25,230 130,661 17,751 . 104,567 5,259 28,264 26,648 115,192 74888 378,684
31-35 24,139 83,919 14,768 61,020 4,502 14,257 23,132 68,454 66,541 227,650
3640 20,377 50,005 13,173 38,370 3,623 7,811 20,385 50,970 57,558 147,156
4145 13,534 17,449 9,389 13,966 2,183 2358 15310 16,159 40,416 49,932
46-50 5,129 4,075 3,537 3,295 625 571 4,782 2,774 14,073 10,715
.Over 50 1,697 437 1,392 531 176 n 1,309 152 4,574 1,191
Unreported 603 307 134 70 1 0 103 1 841 378
Totals 106,447 654,328 71,981 505,549 174909 104,420 469,577 302,989 1,804,363

20,141

Table 4-4. DoD active component strength by age groupings

PAGE 4-6.~

\V" .\--o/)

\W"’

< T
R
R

1 ’ . .
R N

\"M-/

—



——

—

EDUCATION

A 100 percent of officers and 97.3 percent
of enlisted Service members have graduated
from high school (or obtained GED
equivalent) in FY 1988, up from 99.8 percent
of officers and 87.8 percent of enlisted
members in FY 1977 (Table 4-5).

’demand for educated and skilled workers will

increase, but education is becoming more
perishable--the numbers of degrees granted are
expected to decline. The academic quality of

Officers Enlisted

77 FY 88 77 FY 88
Graduated From College 88.3% 95.0% 2.7% 2.4%
Two or More Years in College 93.7 97.8 9.5 9.1
Completed Some College 96.1 98.5 18.5 22.6
Graduated From High School 99.8 100.0 87.8 97.3
Completed Some High School N/A 100.0 99.6 99.9
Source: Washington Headquarters Services.

,uy md*‘ 1’

A DOD S TUDY OF MILI TARY COMAHSSARIES

new recruits is therefore likely to worsen in

. the years ahead--the smaller size of

recruitment pool and an increase in high
school dropouts (together with an increase in
illiteracy) forces an increase in competition for -
higher quality youth at a time when recruiting
budgets are being reduced. Lifelong training
and retraining will become more common in
order to cope with the technological

. improvements anticipated--this will force more

in-house training and greater reliance on
adoption of easy-to-use-and-maintain systems.

Table 4-5. Estimated education levels of active duty military
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MINORITIES IN UNIFORM

The number of "minorities" in uniform
continues to grow, as it does in the population
at large, and this trend is expected to continue.
As of March 1989, "minorities" accounted for
31.3 percent of the enlisted ranks and 11.7

- Blacks - Hispanics Other Total
Officers . No. % No. % No. _%_ No. %
Army 11,285 10.6 1,739 16 3265 3.1 16,289 15.3
Navy 2,570 3.6 1,456 2.0 2,775 3.9 6801 95
Marines 1,012 5.0 429 21 362 1.8 1,803 89
Air Force 3633 54 . 2110 20 2,788 2.7 10,531 10.1
Total DoD 20500 68 5734 19 . 9190 3.0 35424 11.7
Enlisted
Army 201,660 30.9 27,403 4.2 30,273 4.6 259,336  39.7
Navy 81,809 16.2 26,467 5.3 28,572 5.7 136,848 27.2
Marines 36,479 20.9 11475 6.6 5348 3.1 53,302 305
Air Force 80975 173 17514 38 = 15680 34 114,169 244
Total DoD 400,923 223 82,859 4.6 79873 44 563,655 313
Note: | As of March 1989.
Source: Defense Manpower Data Center.

A DOD STUDY OF MILITARY COMMISSARIES ==

percent of the officer ranks. This varied by
Service as shown at Table 4-6. The Army
projects that by the year 2009, "minorities" will
make up 50 percent of their ranks (compared
to 35 percent of U.S. males in 17-21 age
range). All Services anticipate similar
increases in "minority" populations.

Table 4-6. Minorities in uniform
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WOMEN IN UNIFORM

Women comprised 10.7 percent of the
enlisted ranks and 10.8 percent of the officer
ranks as of March 1989 (See Table 4-7). With
the continued growth of the percent of women
in the labor pool and a general relaxation of

A DOD STUDY OF MILITARY COMMISSARIES =

combat exclusion laws for women, there will
be a general increase in the number of women
in all Services. There will be a corresponding
movement of women into more senior
positions and into career fields previously not
open to them. .

Officers Enlisted

No. % No. %
Army 11,851 11.1 72,630 . 111
Navy 7,258 101 - 47,826 9.5
Marines 689 34 8,963 5.1
Air Force 13.014 12.5 62.405 134
Total DoD 32,812 10.8 191,824 10.7
Note: As of March 1989.
Source: Defense Manpower Data Center.

Table 4-7. Women in uniform

WHERE THEY SERVE

. As of 31 March 1989, 75.5 percent of
U.S. Service members were assigned in the
United States or its territories, 16.3 percent

in Western and Southern Europe, and 6.9
percent in East Asia and the Pacific. A
further break out of countries/regional areas
where Service members are ass1gned is -
shown at Table 4-8. '

PAGE 4-9



Air Force

Total

United States, U.S. Territories & Special Locations

Cont. United States 1,282,583
Alaska 22,789
Hawaii 45348
Guam 8,224
Puerto Rico 4,089
Region Total v 1,597,516
Western and Southern Europe
Belgium 2368
Germany 254,702
. Greece . . 3,255
Iceland 3,308
TItaly 15,813
Netherlands - 2,849
Portugal 1,658
Spain 8,281
Turkey - 4,877
United Kingdom ' 27,594
Region Total 344,078

East Asia and Pacific

Japan 49,591
Philippines 15,395
Republic of Korea 46,171
Region Total 146,026
Africa, Near East and South Asia

Region Total 6,457

Western Hemisphere

Bermuda - 1,861
Cuba 2384
Honduras ) 2,807
Panama 10,808
Region Total 21,311
Other

Region Total 385
Worldwide

Ashore 1,869,307
Afloat - _246.466
Grand Total 2,115,773

Note: Individual countries are identified when more than 1
afloat, and those assigned to other countries are included

Source: Washington Headquarters Services.

Army

452,468
9,373
18,416
35

379
496,253

1,504
214,087
406

3,860
794
57

18
1,169

222243

2,176

32,052
34,530

1413

10
2,628
6,953
9,749

n

764,259
0
764,259

Navy

268,080
2315
12,604
4,405
3511
493,236

133
339
550
1,823
5,59
17

3,676
2417

3L

1,787
1,906

517
7,058

188

339,912
241,138
581,050

Marines

144,027
173
8,565
360
154
159,757

32
106
16
101
305
10
11
180
19

3,336

8

110

189,532

5.328
194,860

in region totals. As of March 31, 1989.

A DOD STUDY OF MILITARY COMMISSARIES ==

418,008
10,928
5,763
3,424

448270

15,931

11,495
36,979

394

161

2854
323

16

575,604
S—
575,604

»200 military members are assigned there. Transients, members

Table 4-8. DoD active component military strength by region
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FAMILY MEMBERS

The extended family members of those
serving on active duty are an important
segment of the commissary patron base. The
Navy projects (as do all Services) that by the
year 2000, the typical sailor will be married
with a greater number of home commitments-

-they will expect compensation to allow them .

Military ‘ Parents/ Total

Members Spouses Children Other Dependents
Army ' '
Officers 106,963 71,924 - 117913 10,284 200,121
Enlisted 660.445 330337 537,162 53,508 921,007
Total- 767,408 402,261 655,075 63,792 1,121,128
Nawvy
Officers 72427 50,580 71,441 390 122,411
Enlisted 514244 255,088 336,008 3448 594,544
Total 586,671 205,668 407,449 3,838 716,955
Marines -
Officers 20,079 14,489 22,577 54 37,120
Enlisted 177271 74,722 - 97,182 408 172312
Total 197,350 89,211 119,759 462 209,432
Air Force
Officers 105,126 79832 115,717 1,043 196,592
Enlisted 466.856 295.757 367,204 3209 666,170
Total 571,982 375,589 482,921 4,252 862,762
Total DoD
Officers 304,595 216,825 . 327,648 11,771 556,244
Enlisted . 1.818.816 955,904 1,337,556 60,573 2354033
Total . 2,123,411 1,172,729 1,665,204 72,344 2,910,277
Note: As of September 30, 1988. '
Source: Washington Headquarters Services.

A DOD STUDY OF MILITARY COMMISSARIES ==

to live in conditions equal to the civilian
population which they defend--and this will
require a service commitment to providing
adequate family and personal support.

HOW MANY

As of 30 September 1988, there were

2,910,277 family members--for 2,123,411 active
duty sponsors (See Table 4-9).

Table 4-9. Active component family members
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WHERE THEY LIVE

As would be expected, the families of active

Army Navy
Cont. United States 784,381 646,736
Alaska 13,167 1,642
Hawaii 18,855 20,483 .
U.S. Territories 922 8,338
Foreign Locations 197,256 38,500
Total 1,014,581 715,699

Note: As of March 31, 1989.
Source: Washington Headquarters Services.

A DOD STUDY OF MILITARY COMMISSARIES ==

duty Service members live predominantly in
the United States (82.4 percent), as is shown
at Table 4-10. '

Marines  Air Force Total
187,856 687,871 2,306,844
93 14,965 29,867

7,578 8,771 55,687
293 5,024 14,577
13,406 143,035 392.197
209,226 859,666 2,799,172

" Table 4-10. Family member locations

WHO ARE THEY -

An Air Force study estimates that:

67 percent of their members have family
responsibilities

60 percent of the spouses are in the labor
force (dual income)

75 percent of the families have one to two
children in the household

50 percent of the families with children
have children under the age of five

The Army projects that:
86 percent of the Army career force will

be married by 2009, compared to 82
percent today.

An Army survey of over 12,500 spouses in

1987 found that:

A large majority (83 percent) of wives
surveyed are in their first marriage--60
percent have one or two children--25
percent have no dependent children

63 percent of wives surveyed were in the
labor force--those with children under
three, 49 percent were in labor force

Among employed wives, 63 percent work

full-time, 32 percent work part time, and
S percent are self-employed

Spouse satisfaction with Army as way of
life varies—-overall, 60 percent say they are
satisfied, 25 percent are neutral, and 15
percent are dissatisfied--spouses of officers
are more likely to be satisfied (72 percent
to 57 percent of enlisted spouses)--also

' PAGE 4-12
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related to pay grade with higher ranks
being more satisfied

38 percent live in on-post government
housing (45 percent in overseas areas, 34
percent in CONUS)--37 percent live in off

post rental housing—-15 percent live in off

post homes they own or are buying-10
percent live in off post government housing

SELECTED RESERVES

Selected reserves are pre-trained
individual members of the Ready Reserve, and

- they are eligible for commissary privileges if they

. members,

A DOD STUDY OF MILITARY COMMISSARIES ==

perform a minimum of 12 days of active duty
or active duty for training. If on active duty,
they have commissary privileges for the
inclusive period of their active duty--if on
active duty for training, they receive a
Commissary Privilege Card which authorizes
the bearer 12 days of discretionary visits
during the year in which 12 or more days of
training was performed.

HOW MANY -

A break out of Selected Reserve members
is shown at Table 4-11. Reliance on reserves is
expected to continue into the future-they will
become an important national pool for critical
capabilities, such as medical and linguistic skills.

Total 147,495

Note: As of March 1989.
Source: Defense Manpower Data Ceater.

Army
National Army Naval
Guard Reserve Reserve
Officers 47,839 58,477 - 28,257
Enlisted 403.611 251980 119,238
451,450 310,457

Marine Air Air .
Corps National Force Total
Reserve Guard Reserve DoD
3,663 13,915 16,658 168,809
40,005 100.672 64.466 _ 979972
43,668 114,587 81,124 1,148,781

Table 4-11. Strength of the Selected Reserve

AGES

In comparison to active duty Service
Select Reserve members are
somewhat older, with only 52.8 percent being 30
or younger (70.5 percent of active duty were 30
or younger). This is to be expected, but it has
a bearing on service needed by this segment of
the commissary patron base. A break out by
reserve segment is shown at Table 4-12. These

members are more geographically disbursed-
they do not necessarily live within easy driving
distance of a commissary—and they are thus less
likely to be regular commissary customers. Since
they generally have civilian jobs, their family
incomes may also make them less dependent on
the savings available from commissaries and they
would thus be more apt to use other shopping
alternatives if the commissary fmls to make
shopping convenient.
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ARNG USAR USNR

Under 21 118 64,487 25 47,552 0 11,018
2125 6,907104,826 4,018 72380 466 32,349
26-30 8,148 71,780 7,074 43,216 3,198 20,924
31-35. 6,976 46,124 8524 27,568 7,575 16479
36-40 9,058 46,421 12,746 25,189 7,454 16,128
4145 - 9,194 37,203 14,839 20,186 5,934 12,639
46-50 3,840 17,464 6,831 9,106 2424 5855
Over 50 3,595 15,209 3,858 - 6,111 1,098 3,450

AGE OFF ENL OFF ENL OFF ENL OFF ENL OFF ENL OFF ENL

USMCR ~ ANG USAFR TOTAL
OFF ENL OFF ENL OFF ENL OFF ENL
0 12,128 0 5,266 0 2644 143 143,095

1,024 1864 2,606 13,836 3,063 10,701 29,768 116,572

10 18,228 387 18,687 201 11,147 11,984 257,617
610 4,955 1,725 18,073 1,287 13,221 22,042 172,169

82 1317 3291 16069 3312 10,062 36,723 115,186
754 1,047 3389 14,156 4,795 8337 38905 93,568
2719 360 1,665 7,764 2341 4243 17,330 114,792
124 106 850 6820 984 4,111 10,509 35,807
0 _ 0 _-2 1 1 0 __ 681 _1166

" Unknown 3 97 __562___672 _ 113 _ 3%

Totals 47,839403,611 58,477251,980 28,257119,238

3,663 40,005 13,915100,672 16,658 64,466 168,809 979,972

Source: OASD(RA). RCS: DD-RA(M)1147/1148, Report A7, March 1989, pp. 110 - 121.
| Note: Data includes approximately 70,000 full-time military personnel (AGRs).

Table 4-12. DoD Selected Reserve strength by age groupings.

RETIREES

The retiree and his/her family are
authorized commissary patrons and are often
regular shoppers. They frequently live within
easy driving distance of an installation offering
medical support, as well as commissary and
exchange outlets. For many, commissary
savings are what makes it possible for them to
live a healthy and dignified retired life. They
strongly believe that the commissary is an
entitlement that they earned with personal
sacrifices while on active duty serving their
country.

HOW MANY

Table 4-13 shows a break out by type of
retirement of the 1,566,899 retirees as of 30
September 1988. It reflects only those retirees
‘receiving retirement pay from the Services.

Non-Disability 1,230,599
Disability—-
Temporary 12,297
Permanent 124,839
Fleet Reserve 59,365
Survivor Benefits* 139,799
Total 1,566,899

Notes: * number of families.
As of September 30, 1988.
Source: Washington Headquarters Services.

Table 4-13. Military retiree annuitants

WHERE DO THEY LIVE

Retirees live around the world, but with
the preponderance living in the United States.
A break out is shown at Table 4-14.
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_ M&l;lne F Air Total
Arm Na orce DoD
Alabama 17,802 53% Tﬁ 12,966 37325
Alaska 1,707. 494 102 3,006 5,309
Arizona 10,912 5,615 2,002 18,589 37,118
Arkansas 6,755 4 117 829 9,054 20,775
California 41,604 86 185 18,879 68 214874
Colorado . 13,390 3 913 957 17,747 36,007
Connecticut 3,034 5,078 587 2,231 10,930
Delaware © 1,183 .15 160 2,860 4918
District of Columbia 2,551 719 171 1,516 4,957
Florida 37,034 45,689 6,200 55,844 144,767
Georgia . 29,282 8213 2,697 16,098 56,290
Guam 280 634 49 T 295 -1,258
Hawaii 4,885 3325 813 2,959 11,982
Idaho 1,685 1,749 357 3,434 7,225
Iilinois 9 851 6,778 1,625 9, 719 27,973
Indiana : A 7,242 3416 1,064 5,337 17,059
Iowa 2,979 1,994 467 2,432 7,872
Kansas 6,662 2,407 552 5,601 15,222
Kentucky 11 014 2,603 698 3,993 18,308
Louisiana 8 407 4,516 1,125 11 018 25,066
Maine 2,513 3,280 497 3,315 9,605
Maryland 14,418 10,566 1,691 10,184 36,859
Massachusetts 7,674 6,590 1,325 6 764 22353
Michigan 8 120 4,659 1,357 7 115 21,251
Minnesota 4,301 3,133 696 3,858 11,988
Mississippi : 5,524 4,454 735 8,775 19,488
Missouri ’ 10,445 5,520 1,668 9,191 26,824
Montana 1 1,008 259 2,321 4,880
Nebraska 1,871 1,411 277 5,821 9,380
Nevada : 2942 3,421 827 8,276 15,466
New Hampshire 2,446 1,943 419 3,645 8,453
New Jersey 11,553 5873 1,339 5,406 24,171
New Mexico 4,579 2,262 545 8,632 16,018
New York 13,814 8,121 2,206 10 34,350
North Carolina 21, 791 8,563 6,970 13,163 50,487
North Dakota 324 63 1,34 2,349
Ohio 10 671 6,160 1,966 14,485 33282
Oklahoma 11,707 3,748 977 11,239 27,671
Oregon 4,847 5,833 1,147 5722 17,549
Pennsylvania 16,592 10,327 2,758 10,626 40,303
Puerto Rico 6,564 307 138 683 7,692
Rhode Island 1,347 3,547 241 893 6,028
South Carolina 13,573 9,720 2,218 13,139 38,650
South Dakota ) 968 478 95 1 927 3,468
Tennessee 12,932 7,744 1,789 9 790 32,255
Texas 53,270 18,305 4,709 68 022 '144,306
Utah 2,428 1,353 326 3 955 8,062
Vermont 1,121 555 113 '840 2,629
Virginia 29,836 35,289 5,573 19,042 89,740
Virgin Islands © 134 53 10 4 241
Wasln{:,gt 18,313 16,359 1,816 17,109 53,597
West Virginia 3,397 1,930 597 2,539 8,463
- Wisconsin 5,048 2,896 767 3,772 12,483
OWyommg 9:7;(1)3 72(5)3 632 g',gg; e
ther . 26,438
TOTAL 535,474 397:371 87,460 554,654 1,575,159
Note: As of September 30, 1988.
Source: Washmgton Headquarters Services.

A DOD STUDY OF MILITARY COMMISSARIES ==

Table 4-14. Location of retirees
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REMOTE AND ISOLATED INSTALLATIONS

The customers needs are greatest where
they have fewer alternatives for obtaining
goods and services necessary for an acceptable
standard of living. It is also at these locations
 that the government has the greatest obligation
to provide for those goods and services. While
this responsibility is widely accepted for
Service members and their families assigned
overseas, there are also locations in CONUS
that are considered "remote and isolated" from
‘adequate shopping alternatives. The military
community at these locations deserves
continuing full support.

In the Fiscal Year 1989 Defense
Authorization Act Conference Report (100-
753), Congress recognized a need to provide
appropriated fund support to morale, welfare,

and recreation business activities (at a level
consistent with basic community support
activity levels) when the facility was
characteristically "remote and isolated." They
subsequently approved a criteria for classifying
an installation as "remote and isolated," and
agreed (with several exceptions) to a list of
such locations provided by the Services. This
criteria - and the resulting list of installations
identified as "remote and isolated" are equally
applicable in considering appropriated funding
support provided to commissary systems at
these locations.

The , criteria approved by the House
Armed Services Committee for classifying
“remote and isolated" installations is provided
at Table 4-15.
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—
Installations generally meeting one or more of three classification criteria are considered
"remote and isolated" for the purpose of MWR appropriated fund support:

1. SHORT TOUR LOCATION

Assignment locations that are less than 36 months accompanied/24 month unaccompanied.

e Short tour locations are established in recognition of community support, family separation, environmental, cultural, mission ‘
or other factors. Conditions at short tour locations are judged to create enough of a hardship on the military member
that a reduced tour length is appropriate..

2. GEOGRAPHIC SEPARATION

Installations or sites with less than 3,000 active duty assigned that are at least one-hour commuting time (during normal -
driving conditions) from a community (or other military installation) that has three or more different Category C type
activities, with one or more of these activities being a bowling center, golf course, or marina. (Should be modified to require
three or more full line grocery stores within a one-hour commute.)

® Geographically separated installations with 3,000 or more active duty personnel assigned should have an adequate patron
base to be financially self-sufficient without enhanced levels of APF support.

e Significant cultural differences.

3. SPECIAL CRITERIA

Locations with unique circumstances that do not meet the short tour or geograpluc separation criterion for special -
consideration as remote and isolated. Possible examples are:

® Locations operating under special security conditions as a result of a threat of civil disorder, political unrest, criminal
activity or terrorist attack which prevents personnel from using available off-base recreational (grocery store) activities.

e Foreign currency fluctuations affect the cost of all goods and services purchased on the local economy, including MWR.
Unfavorable exchange rates will invariably cause Service members to avoid commercial facilities and seek out on-post MWR
(grocery store) activities. Those fluctuations also can inflate payroll costs for local national civilians.

e Extreme year-round or seasonal environmental conditions. Climatic or environmental conditions that routinely and for
extended periods prevent the use of off-base recreational (grocery store) activities. .

® Locations where the mission requires a capability to providle MWR (grocery store) support as a result of significant
temporary increases in personnel who are not part of the regular manning complement of the base, but are assigned for
training, for liberty, or for other temporary purposes.

Source: Office of the Assistant Secretary of Defense (Force Management and Personnel).

Table 4-15. Remote and isolated installation classification criteria

The installations (those having meeting criteria in Table 4-15 are shown at
commissaries) approved by the HASC as  Table 4-16.

PAGE 4-17



TR .

- e
i —e

NORTH DAKOTA

-
. P

A DOD STUDY OF MILITARY COMMISSARIES ==

LOCATION INSTALLATIONS
" ALASKA' NAS Adak, Fort Greeley, Eielson AFB
ARIZONA Gila Bend AF Range, Yuma Proving Ground
CALIFORNIA Fort Irwin; MC Logistics Base, Barstow; NAF E! Centro; Edwards AFB; MC AGCTC,
. Twentynine Palms ] v
FLORIDA - NAS Key West
IDAHO Mountain Home AFB -
MAINE NACVOMSTA Cutler, East Machias; Loring AFB; NAVSECGRUACT, Winter Harbor
MICHIGAN KL Sawyer AFB
NEVADA NAS Fallon
, NEW MEXICO Holloman AFB, White Sands Missile Range

Minot AFB, Grand Forks AFB

TEXAS NAS Chase Field, Beeville; Laughiin AFB

UTAH Dugway Proving Ground

ATLANTIC NAS Bermuda; NAVSTA/NAS Guantanamo Bay, Cuba; MC SEC COMP, Guantanamo Bay,
Cuba; NAS Keflavik, Iceland; Marine Barracks—-Keflavik, Iceland; NAVFAC Argentia,
Newfoundland; All Panama . :

PACIFIC NAVCOMSTA Harold E. Hold, Exmouth, Australia; all Korea (except Yongsan Garrison, K-
16 Airfield, District Engineers-Seoul, & Osan AFB); all Japan; all Guam; all Philippines

EUROPE Florennes AB, Belgium; Pond Barracks, Amberg, Germany; McPheeters Barracks, Bad Hersfield,

Germany; Flint Kaserne, Bad Toelz, Germany; Tempethof Airport ASN, West Berlin, Germany;
Christensen Barracks, Bindlach, Germany; Bad Aibling Station, Germany; Fischbach Ordance
Depot, Germany; Fulda, Germany; East Camp Grafenwoehr, Germany; Hessisch-Oldendorf ASN,
Germany; Hohenfels Training Area, Germany; Pruem AS, Germany; Rheinberg, Germany; South
Camp Vilseck, Germany; Camp Wildflecken/Fulda, Germany; Berlin, West Berlin, Germany;
Oslo AB, Norway; Lajes, Azores, Portugal; NAVSECGUACT Edzell, Scotland; NAVSUPPACT
Holy Loch, Scotland; RAF Wethersfield, UK; all Spain; all Turkey; all Italy (except Vicenza);
all Greece

Source: Office of the Assistant Secretary of Defense (Force Management and Personnel)

Table 4-16. HASC-approved remote and isolated installations with commissaries
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PATRON PERCEPTIONS

SATISFACTION LEVELS

"The Annual Survey of Army Families - A
Report on Army Spouses and Families in 1987"

_ (a survey of 12,525 Army spouses) reported the

following:

® 97 percent of all spouses surveyed have
used the commissary at their current
location

® Among users of the commissary, 62 percent
say they are satisfied, 25 percent say they
are dissatisfied-spouses of enlisted soldiers
and officers had similar assessments of the
commissary--overall, satisfaction is lower
overseas (48 percent) and dissatisfaction
higher (38 percent), due to possible
differences in facilities, stock assortments,
staff, and the unavailability of U.S. civilian
stores as shopping alternatives

COMMISSARY VALUE

"A Study Among Active Duty Military
Personnel Concerning Attitudes Toward
Commissaries and Exchanges," conducted by
Counsel House Research (commissioned by The

American Logistics Association) in 1983 reported.

the following (based on surveys received from
1,588 authorized customers):

® The importance of the commissary increased
after enlistment by 38.2 percent- (13.6
percent perceived the commissary as the
most important of five listed benefits at the

time they joined the service-18.8 percent
thought so at time of survey)

578 percént said that not having a
commissary would have an adverse effect
on their reenlistment decision—66.5 percent
of Air Force respondents, 51.0 percent of -
Army respondents, 60 percent of married
respondents

74.2 percent of married respondents spend
$151 or more per month (only 10.5 percent
of single respondents spend that much)

52.1 percent of respondents do 80 percent
or more of their grocery shopping in the
commissaries (68.6 percent do 60 percent
or more of their shopping there)-among
married respondents, 58.6 percent do 80
percent or more of their shopping at
commissaries (76.4 percent doing 60 percent
of their shopping there)-the percentage of
total grocery shopping in the commissary is
highest among Air Force respondents and
lowest among Navy respondents

63.9 percent of respondents think they save
10 percent or more in the commissary (18.1
percent say 15-19 percent savings, 15.6
percent say 20-24 percent savings, and 9.5
percent say more than 25 percent savings)-
-84 percent of respondents do not think
they save anything by shopping in the
commissary

Reasons cited for not shopping at the
commissary include: high prices (40.2
percent mentioned this), inconvenient
locations, and crowded facilities
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® When asked to rate several elements of
' service and quality in the commissaries,
the following ratings were given
(percentage rating it as Good to
Excellent): »

ee Cleanliness (74.4 percent)
oo (Clearly marked prices (72.7 percent)
ee Choice of brands (68.8 percent)

ee Convenient distance from
home/barracks (66.7 percent)

ee Convenient shopping hours  (62.2
percent)

oo Parking facilities (57.4 percent)
®e Low prices (54.4 percent)
ee Availability of items (50.7 percent)

ee® Fast checkouts/short lines (34.8
percent)

- ® When asked how much additional monthly
allowance would compensate them if they
had no access to a commissary, 53.7
percent estimated the commissary value at
$100 per month or more--9.1 percent
estimated value at over $200.

EXTENDED HOURS

Enhanced service is an integral part of
protecting the commissary entitlement, and
providing longer shopping hours is a critical
remedy for some of the inconveniences

A DOD STUDY OF MILITARY COMMISSARIES ==

currently ascribed to the commissary. The
commissary at Ramstein AB (West Germany)
has recently extended shopping hours from
0900-1900 hours to a 24-hour operation. A
survey of customers was taken in June-July
1989 by AFCOMS to .determine shopping

habit changes and patron attitudes since -

implementing this enhanced service.

® Respondents to survey indicated that the
average distance driven to shop at
Ramstein was increased and that more
customers assigned to other installations
were attracted by the longer store hours.
The average miles driven to the Ramstein
commissary for customers assigned to
Ramstein was 7.04 miles; the average was
17.68 miles for customers assigned to other
installations. 37.9 percent of respondents
were assigned to bases/posts other than
Ramstein AB. Figure 4-3 shows the
varying distances driven to Ramstein.

- |
FREQUENCY '
80

04 4-8 8-12 11 9-20 20-24 24-38 28-32 32-60OVER 80
MILES FROM RANSTEIN COMMISSARY

I Assigned to Ramatein Assigned Elsewhere

Figure 4.3. Distances driven to Ramstein

® There were also some significant shifts in
shopping patterns. Figures 4-4 through
4-6 show the new shopping preferences
for survey respondents who previously
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mPERCENT OF PREVIOUS MORNING 8HOPPERS

0-12 AM 12-4 PM 4-7PM 7-HPM T2 AM 2-8 AM 0-9 AM -
NEW BHOPPING HOUR PREPERENCES

Figure 4-4. Previous morning shoppers

.
«0% PERCENT OF PREVIOUS AFTERNOON SHOPPERS

30%

20%

10%

0% .
0-12 AM 12-4 PM 4-7 PM 7-t1 PM 12 AM 2-6 AM 6-0 AM
NEW BHOPPING HOUR PREFERENCES

Figure 4-5. Previous afternoon shoppers

e e |
o‘PERcENT OF PREVIOUS EVENING SHOPPERS

40%

30%

20%

10%

o% 4 -
9-12 AM 12-4 PM 4-7 PM T7-11PM 1+2 AM 2-6 AM 6-0 AM
NEW SHOPPING HOUR PREFERENCES

Figure 4-6. Previous early evening shoppers

A DOD STUDY OF MILITARY COMMISSARIES ==

shopped during morning, afternoon, and early
evening hours. The trend was decidedly in
favor of the 1900-2300 hours shopping period.

® The frequency of shopping also appears to
have increased.  Table 4-17 reflects
respondents answers to questions on the
average number of days between trips to
the Ramstein Commissary. The frequency
increased from every 10.1 days to every
6.8 days--from three times a month to four
and one half times a month.

Min Max A

Min Max Avg

Old Patrons 0 65 101
(Before Change)

Old Patrons 0 30 71
(After Change)

New Patrons 1 14 47

Old & New Total 0 30 68
(After Change)

Source: AFCOMS

Table 4-17. Average days between shopping
trips to Ramstein

® In terms of sales, survey showed that the
average monthly grocery expenditures also
increased after shopping at Ramstein was
made more convenient. Figure 4-7 shows
Ramstein expenditures before and after,
as well as the expenditures at other
shopping alternatives.
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AVG MONTHLY GROCERY EXPENDITURE

$280

$180 -

8100

'llﬂﬂ Atter New Patrone Old & New Combined
PATRONS BY SHOPPING CATEGORY

ssol-- B
$0

: SHOPPING CATERGORIES .
EE Ramstein Comm. Non-Rad Totals B Other Commissary
Shoppettts/Bx EZ2 qerman Stores

. Figure 4-7. Ramsteéin shopping expenditures

® By extending hours of operation at
Ramstein, patron shopping habits were
significantly impacted, as were their
attitudes regarding the commissary. At
Table 4-18, respondents indicated their

~ reaction to the new hours.

A DOD STUDY OF MILITARY COMMISSARIES =

Based on these
changes to shopping habits, it is concluded that
patrons find Ramstein more convenient to

shop, the hours better related to work hours,

and the shopping options better suited to
avoiding crowds and long checkout lanes.

' Old

New
Patrons Patrons

Shop at your Own Convenience 4.1% 3%
Able to Shop Before/After Work 19.1 18.8
Shop When Crowds Less/Lines Short 127 94
Take More Time to Shop/Less Rushed 8.6 31
Do More Last-Minute/Impulse Buying 8.6 31,
Use Non-Commissary Stores Less 73 6.2
Complaint: Reduced Item Availability 6.4 0.0

Source: Progressive Grocer.

Table 4-18. Impact on patron shopping habits

BENEFIT PROGRAMS

The military compensation package
sometimes is inadequate to support a family at
minimum acceptable levels. In such situations,
Service members qualify for federal/state aid
just as do citizens in the community at large.
Two such programs involving commissaries are
the Food Stamp Program and the Women,
Infants, and Children (WIC